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INDEPENDENT AUDITOR’S REPORT

The Board of Directors and Stockholders
PhilPlans First, Inc.

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of PhilPlans First, Inc. (a wholly-owned subsidiary of Maestro
Holdings, Inc.) (the Company), which comprise the statements of financial position as at

December 31, 2023 and 2022, and the statements of income, statements of comprehensive income,
statements of changes in equity and statements of cash flows for the years then ended, and notes to the
financial statements, including material accounting policy information.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of PhilPlans First, Inc. as at December 31, 2023 and 2022, and its financial performance and its
cash flows for the years then ended in accordance with accounting principles generally accepted in the
Philippines for pre-need companies as described in Note 2 to the financial statements.

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Auditing (PSAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit
of the Financial Statements section of our report. We are independent of the Company in accordance
with the Code of Ethics for Professional Accountants in the Philippines (Code of Ethics) together with the
ethical requirements that are relevant to our audit of the financial statements in the Philippines, and we
have fulfilled our other ethical responsibilities in accordance with these requirements and the Code of
Ethics. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Emphasis of Matter

We draw attention to Note 2 to the financial statements, which discusses that on January 2, 2024, the
Company received the approval letter of the Commission dated December 18, 2023 on the 2022 Annual
Statement and the related synopses of the Company, following the Company’s letter dated November 9,
2023 which highlighted the following: (1) the leveling-off of the breaches on equities until December 31,
2023; (2) the increase in appraised value of a real estate property; and (3) the Company’s commitment to
contribute corporate assets, when needed, as part of its action plan approved by its Board of Directors
pursuant to Section 36 of the Pre-need Code. As of December 31, 2023, the computed trust fund
deficiencies for Pension and Education amounted to £102.30 million and £241.92 million, respectively,
of which £102.30 million and £102.85 million, respectively, are attributable to excess of certain
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investments over the prescribed limits under Section 34 of the Pre-Need Code of the Philippines, IC
Circular Letter No. 2022-25 and IC Circular Letter No. 2022-37. There is also liquidity reserve
deficiency of 1.74 billion on Education. On January 8, 2024, the Company submitted its letter to the
Commission dated January 2, 2024 requesting an extension period of two (2) years from

December 31, 2023 to level-off the breaches on PSE equity per aggregate and single issuer limits citing
the loss incurred on the disposal of 1,000,000 PSE equity shares in July 2023 and that deferment of the
disposal of the remaining PSE shares is a prudent measure not to incur further loss and the improving
behavior of the equity market. As of report date, management has yet to receive a response from the
Commission. To address the trust fund deficiencies as of December 31, 2023, the Company issued a letter
of instruction to the trustee banks for the disposal of the PSE shares for both Pension and Education. As
of June 25, 2024, a total of £102.33 million and £50.00 million was contributed to Pension and Education
Trust Accounts, respectively, to fully and partially cover the trust fund deficiency for Pension and
Education, respectively. For the liquidity reserve deficiency, management’s action plan is disclosed in
Note 2. Our opinion is not modified in respect of this matter.

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the Philippines for pre-need companies as
described in Note 2 to the financial statements, and for such internal control as management determines is
necessary to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Company or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with PSAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
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e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company’s ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the Company to cease to continue
as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

Report on the Supplementary Information Required Under Revenue Regulations 15-2010

Our audits were conducted for the purpose of forming an opinion on the financial statements taken as a
whole. The supplementary information required under Revenue Regulations 15-2010 in Note 34 to the
financial statements is presented for purposes of filing with the Bureau of Internal Revenue and is not a
required part of the basic financial statements. Such information is the responsibility of the management
of PhilPlans First, Inc. The information has been subjected to the auditing procedures applied in our audit
of the basic financial statements. In our opinion, the information is fairly stated, in all material respects,
in relation to the basic financial statements taken as a whole.

SYCIP GORRES VELAYO & CO.

L. v

Bernalette L. Ramos

Partner

CPA Certificate No. 0091096

Tax Identification No. 178-486-666

BOA/PRC Reg. No. 0001, April 16, 2024, valid until August 23, 2026

BIR Accreditation No. 08-001998-081-2024, January 26, 2024, valid until January 25, 2027
PTR No. 10079998, January 6, 2024, Makati City

June 25, 2024

A member firm of Ernst & Young Global Limited



PHILPLANS FIRST, INC.
(A Wholly Owned Subsidiary of Maestro Holdings, Inc.)

STATEMENTS OF FINANCIAL POSITION

December 31

2023

2022

ASSETS
Cash and cash equivalents (Notes 7 and 26)
Financial assets (Notes 6, 8, 26 and 27)

£495,535,919

P717,826,534

Financial assets at fair value through profit or loss 130,391,482 106,667,032
Loans and receivables - net 117,103,634 104,455,139
Prepayments and accrued income (Notes 9 and 26) 17,419,692 15,055,142
Investments in trust funds (Notes 2 and 10) 17,975,246,012 18,623,406,761
Insurance premium fund (Notes 11 and 26) 264,348,898 250,136,127
Property and equipment (Note 12) 38,427,444 13,751,244
Service assets - memorial lots (Notes 6 and 13) 4,497,650,718 4,663,747,394
Net pension asset (Notes 6 and 18) - 15,265,462
Other assets (Note 14) 87,166,508 85,540,153
£23,623,790,307 $24,595,850,988
LIABILITIES AND EQUITY
Liabilities
Accrued expenses and other liabilities (Notes 15, 26, 27 and 30) P5,446,360,887 £5,330,138,872
Pre-need reserves (Notes 2, 6, 16 and 26) 12,704,987,091 13,730,334,614
Other reserves (Notes 6 and 17) 183,299,552 203,152,528
Net pension liability (Notes 6 and 18) 2,755,854 -
Deferred tax liability (Notes 13, 18 and 25) 883,300,452 916,175,323
19,220,703,836  20,179,801,337
Equity
Capital stock (Note 19) 700,000,000 700,000,000
Retained earnings (Note 19) 3,752,237,464  4,020,765,681
Other comprehensive income:
Unrealized gains (losses) on financial assets at fair value
through other comprehensive income (Note 10) (25,545,430) (291,870,956)
Remeasurement losses on defined benefit plan (Note 18) (23,605,563) (12,845,074)
4,403,086,471  4,416,049,651
£23,623,790,307 $24,595,850,988

See accompanying Notes to Financial Statements.



PHILPLANS FIRST, INC.
(A Wholly Owned Subsidiary of Maestro Holdings, Inc.)

STATEMENTS OF INCOME
Years Ended December 31
2023 2022

INCOME

Premiums (Note 28) £682,212,454 £809,760,510
Trust fund income (Notes 10 and 20) 977,047,745 105,928,237
Interest and other income (Note 21) 101,532,952 65,303,737
Income from service assets - memorial lots (Notes 11 and 13) 14,384,421 512,949,982
Sale of memorial lots - inventories (Note 11) 16,437,248 20,406,769
1,791,614,820 1,514,349,235

COSTS AND EXPENSES
Cost of contracts issued:

Plan benefits expense
Decrease in pre-need reserves (including trust fund
contributions (Notes 16)

2,609,271,951  3,320,086,279

(1,025,347,523) (2,347,166,005)

Decrease in other reserves (Note 17) (19,852,976) (23,571,187)
Documentary stamp tax and Insurance Commission
registration fees 2,106,772 1,943,857
Total cost of contracts issued 1,566,178,224 951,292,944
General and administrative expenses (Notes 23) 278,926,539 266,610,635
Other direct costs and expenses (Notes 11 and 22) 107,725,989 85,696,251
Selling expenses (Note 27) 50,953,979 46,501,845
Cost of sale of memorial lots (Notes 11) 11,370,297 14,461,760
2,015,155,028 1,364,563,435
INCOME BEFORE INCOME TAX (223,540,208) 149,785,800
PROVISION FOR (BENEFIT FROM) INCOME TAX
(Note 25) 44,988,009 215,743,391
NET INCOME (LOSS) (P268,528,217)  (P65,957,591)

See accompanying Notes to Financial Statements.



PHILPLANS FIRST, INC.
(A Wholly Owned Subsidiary of Maestro Holdings, Inc.)

STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2023 2022

NET INCOME (LOSS)

OTHER COMPREHENSIVE INCOME
Item that will not be reclassified into profit or loss:
Remeasurement gains (losses) on defined benefit plan - net
(Note 18)

Item that will be reclassified into profit or loss:
Net changes in fair value of financial assets at fair value through
other comprehensive income (Note 10)

(P268,528,217)  (P65,957,591)

(10,760,489) 4,393,117

266,325,526 (310,380,844)

255,565,037 (305,987,727)

TOTAL COMPREHENSIVE INCOME (LOSSES)

(P12,963,180) (P371,945,318)

See accompanying Notes to Financial Statements.



PHILPLANS FIRST, INC.

(A Wholly Owned Subsidiary of Maestro Holdings, Inc.)

STATEMENTS OF CHANGES IN EQUITY

Unrealized Gains

on Financial

Assets at Fair Value

Through Other Remeasurement
Comprehensive Gains Losses on
Capital Stock Income Defined Benefit Plan Retained Earnings (Note 19)
(Note 19) (Note 10) (Note 18) Restricted Unrestricted Total Total
Balance at January 1, 2023 £700,000,000 (2291,870,956) (B12,845,074) P £4,020,765,681 £4,020,765,681 £4,416,049,651
Net income for the year - - - 977,047,745 (1,245,575,962) (268,528,217) (268,528,217)
Other comprehensive income - 266,325,526 (10,760,489) 255,565,037
Total comprehensive income - 266,325,526 (10,760,489) 977,047,745 (1,245,575,962) (268,528,217) (12,963,180)
Reversal of appropriation - - - (977,047,745) 977,047,745 - -
Balance at December 31, 2023 £700,000,000 (B25,545,430) (B23,605,563) P £3,752,237,464 £3,752,237,464 £4,403,086,471
Balance at January 1, 2022 £700,000,000 P18,509,888 (P17,238,191) P- P4,086,723,272 P4,086,723,272 P4,787,994,962
Net income for the year - - - 105,928,237 (171,885,828) (65,957,591) (65,957,591)
Other comprehensive income - (310,380,844) 4,393,117 - - - (305,987,727)
Total comprehensive income — (310,380,844) 4,393,117 105,928,237 (171,885,828) (65,957,591) (371,945,318)
Reversal of appropriation — — — (105,928,237) 105,928,237 — —
Balance at December 31, 2022 £700,000,000 (P291,870,956) (P12,845,074) P P4,020,765,681 P4,020,765,681 P4,416,049,651

See accompanying Notes to Financial Statements.



PHILPLANS FIRST, INC.
(A Wholly-owned Subsidiary of Maestro Holdings, Inc.)

STATEMENTS OF CASH FLOWS

Years Ended December 31
2023 2022

CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax (£223,540,208) £149,785,800

Adjustments for:

Decrease in pre-need reserves (Note 16) (1,025,347,523) (2,347,166,005)
Trust fund income (Notes 10 and 20) (977,047,745) (105,928,237)
Income from service assets - memorial lots (Notes 11 and 13) (14,384,421) (512,949,982)
Decrease in other reserves (Note 17) (19,852,976) (23,571,187)
Interest income (Notes 7, 8, 11 and 21) (36,840,426) (17,516,334)
Depreciation and amortization (Notes 11, 12 and 23) 11,660,501 10,088,034
Retirement expense (Note 18) 3,910,598 5,063,033
Fair value gain (loss) on financial assets at FVTPL
(Notes 8, 11, and 21) (14,260,571) 2,114,088
Fair value loss (gain) on investment property - net (Note 11) (3,619,500) (916,500)
Insurance premium fund income (Note 11) (935,562) (46,520)
Gain on sale of property and equipment (Notes 12 and 21) (127,700) (317,856)
Provision for (recovery of) credit and impairment losses
(Notes 8 and 11) 14,232,866 (36,508)
Operating loss before working capital changes (2,286,152,667) (2,841,398,174)
Changes in operating assets and liabilities:
Decrease (increase) in:
Loans and receivables (26,930,447) 65,556,805
Prepayments and accrued income (1,021,061) (4,900,854)
Other assets (1,626,355) 808,286
Increase (decrease) in accrued expenses and other liabilities 116,681,767  (1,421,399,087)
Net cash flows used in operations (2,199,048,763) (4,201,333,024)
Contributions to the retirement fund (Note 18) (236,600) (443,424)
Income taxes paid (89,930,152) (314,321,345)
Net cash flows used in operating activities (2,289,215,515) (4,516,097,793)

(Forward)



Years Ended December 31
2023 2022
CASH FLOWS FROM INVESTING ACTIVITIES
Interest received £35,496,937 £17,048,004
Proceeds from withdrawals from:
Trust funds (Note 10) 2,398,070,118  4,692,396,481
Insurance premium fund (Note 11) 38,762,368 74,461,760
Proceeds from disposal of:
Investment properties and memorial lots withdrawn from
insurance premium fund (Note 11) -
Service assets - memorial lots 174,914,787 129,697,734
Property and equipment (Note 12) 127,700 1,285,857
Acquisitions of:
Property and equipment (Note 12) (10,427,539) (12,141,009)
Contributions to:
Financial assets at FVTPL (20,000,000) -
Insurance premium fund (Note 11) (64,029,264) (73,381,836)
Trust funds (Note 10) (485,990,207) (97,720,591)
Net cash flows provided by investing activities 2,066,924,900  4,731,646,400
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS (222,290,615) 215,548,607
CASH AND CASH EQUIVALENTS, BEGINNING 717,826,534 502,277,924
CASH AND CASH EQUIVALENTS, END (Note 7) P£495,535,919 P717,826,534

See accompanying Notes to Financial Statements.



PHILPLANS FIRST, INC.
(A Wholly Owned Subsidiary of Maestro Holdings, Inc.)

NOTES TO FINANCIAL STATEMENTS

L.

Corporate Information

PhilPlans First, Inc. (the Company) was incorporated in the Philippines to engage in the development
of lawful institutional mediums for the maintenance, conduct, operation, marketing and sale of any
and all types of securities (without acting as stock broker), including, but not limited to, education,
pension and life plans. The Company was registered with the Philippine Securities and Exchange
Commission (SEC) on April 19, 1989.

The corporate life of the Company is 50 years. On February 20, 2019, Republic Act No. 1132,
otherwise known as the “Revised Corporation Code of the Philippines” or “RCC”, was signed into
law by President Rodrigo Duterte. The RCC took effect on February 23, 2019. The corporate term
of a corporation with certificate of incorporation issued prior to the effectivity of the RCC and which
continue to exist, shall be deemed perpetual upon the effectivity of the RCC, without any action on
the part of the corporation. As of February 23, 2019, the Company is deemed to have selected a
perpetual term.

The Company is a wholly-owned subsidiary of Maestro Holdings, Inc. (the Parent Company), an
entity incorporated in the Philippines.

The Company’s registered office address and principal place of business is at 14th Floor, STI
Holdings Center, 6764 Ayala Avenue, Makati City.

Basis of Preparation

The accompanying financial statements have been prepared on a historical cost basis, except for
financial assets at fair value through profit or loss (FVTPL), financial assets at fair value through
other comprehensive income (FVOCI), investment properties and service assets - memorial lots
(including those in the investments in trust funds and insurance premium fund) which have been
measured at fair value. The financial statements are presented in Philippine Peso (B), which is also
the Company’s functional currency. Amounts are adjusted to the nearest Philippine Peso unit, unless
otherwise indicated.

The Company has prepared the financial statements on the basis that it will continue to operate as a
going concern.

Statement of Compliance

The accompanying financial statements of the Company, which are prepared for submission to the
Securities and Exchange Commission (SEC), Bureau of Internal Revenue (BIR) and the Insurance
Commission (IC or the Commission), have been prepared in accordance with accounting principles
generally accepted in the Philippines for pre-need companies as set forth in the Pre-need Rule 31, As
Amended: Accounting Standards for Pre-Need Plans and Pre-need Uniform Chart of Accounts
(PNUCA) and applicable IC Circular Letter and accounting requirements as disclosed in Note 3.

The specific accounting policies followed by the Company are disclosed in Note 5.



Status of Investments in Trust Funds, Pre-need Reserves and Benefits Payable

As of December 31, 2023 and 2022, there are trust fund deficiencies on pension and education (see
Note 10), but overall, the excess of investments in trust funds of the Company amounted to
P£128,910,435 and £26,236,160, respectively, as follows:

December 31, December 31,

2023 2022
Investments in trust funds (Note 10) P17,975,246,012 P18,623,406,761
Less ‘Pre-need reserves’ (Note 16) 12,704,987,091 13,730,334,614
Excess of investments in trust funds over pre-need
reserves 5,270,258,921  4,893,072,147
Less ‘Benefits payable’ (Note 15) 4,571,883,857  4,293,954,558
Subtotal 698,375,064 599,117,589
Less: Adjustment on real estate (40% of appraisal
increment) 218,501,099 127,394,999
Subtotal 479,873,965 471,722,590
Less
Single issuer limit — PSE 336,108,565 443,545,267
Single entity limit — Long term commercial papers 14,854,965 1,941,163
Excess of investments in trust funds £128,910,435 £26,236,160

Calculated based on IC CL No. 2022-37, Amended Guidelines on Allowable Investments for Pre-need Trust Funds
2022

On January 5, 2022, the Company provided updates to the Commission with the recent developments
in its liquidation program for service assets, as well as request for approval of its separate trust fund
into the mandatory trust fund and liability management program. In this letter, , the Company sold
service assets amounting to 406,023,040 and replaced service assets amounting to 917,828,000
with cash. Furthermore, the Company indicated that it has contributed £2,562,255,260, consisting of
cash infusions amounting to £825,987,260 and investment in trust fund managed by LandBank
amounting to £1,736,268,000, and has paid its benefit obligations amounting to £12,780,910,015 to
the plan holders. The Company mentioned in this letter that it has also finalized the negotiation on
the sale of another service asset.

On February 28, 2022, the Commission provided ATRAM Trust Corporation (ATRAM) and Union
Bank of the Philippines (UBP) a letter informing the trustee banks that the investment in trust assets
managed by these trustee banks have already exceeded the individual limits on equities provided
under Section 34 of the Pre-need Code. The Commission directed these trustee banks to level off the
excess investments in stocks of PSE (issuer) until end of the second quarter of 2022. Failure to level
off the excess investments to the Commission’s prescribed limits-shall prompt the Commission not to
consider the said excess investments in the determination of sufficiency of trust funds. In addition,
the Commission also reiterated the requirement in its letter dated December 4, 2019 to liquidate the
Heritage memorial lots under ATRAM, with total exposure as of December 31, 2021 of
£258,560,000 and 290,900,000 for life and education trust funds.

On March 16, 2022, the Company responded to the Commission’s letter sent to the trustee banks

ATRAM and UBP dated February 28, 2022. The Company requested to extend the period to level
off the excess investments until December 31, 2022.
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On April 11, 2022, the Company officially sent a letter to the Commission to again request for its
approval for the investment in trust fund managed by LandBank to be considered as part of
mandatory trust fund.

On April 12, 2022, the Company received the letter from the Commission dated March 24, 2022
which approved the Company’s request for the extension to level-off the excess equity investments
until December 31, 2022. The Commission also requested for a clarification on the additional
purchases of shares of stock and noted the sales of service assets in one of the trustee banks. The
Commission also reminded the Company about the service assets held under ATRAM which should
have been liquidated in full but only shows minimal sales in 2021.

On April 12, 2022, the Company advised the Commission that the EDSA property was already sold
in accordance with the Commission’s directive to level-off the excess service asset to address the
trust fund deficiency.

On April 18, 2022 the Company acknowledged the Commission’s approval on the extension to level-
off the excess equity investment up to December 31, 2022 and clarified that there were no additional
purchases of PSE shares of stock as this was just a transfer from one trustee bank to the other trustee
banks. Likewise, the Company requested for updates from the Commission on the approval of its
investment in trust fund managed by LandBank.

On May 12, 2022, the Company submitted the Company’s amended trust agreement with LandBank
and the corresponding asset portfolio.

On May 16, 2022, the Company received the letter from the Commission dated May 6, 2022. In this
letter, the Commission acknowledged that the additional PSE shares were simply transferred from
one trustee bank to another and are not new acquisitions. On the request for approval of trust fund
agreement with LandBank, the Commission indicated that this has been discussed during the meeting
between the representatives from the Commission and the Company and will be addressed by the
Commission in a separate letter.

On May 24, 2022, the Company received a letter from the Commission dated May 13, 2022 in
response to the Company’s submission of an amended trust agreement with LandBank and the
corresponding asset portfolio dated May 12 2022. In this letter, the Commission interposed no
objection to the proposed amendments to the Company’s trust fund agreement with LandBank
pursuant to IC CL Nos. 2-2013 and 2013-26. The Commission, however, cited the observations
based on the review of the trust fund agreements:

(1) The service assets of each trust fund for Pension, Life and Education have exceeded the
prescribed limit under IC CL No. 08-2012. The service assets for Pension, Life and Education
trust fund accounted for 30.92%, 16.08% and 35.74% of the total trust fund value per trust fund

statement as of March 31, 2022. In addition, the Commission also highlighted that for Life plans,
memorial lots/columbaries that are not part of the package of a funeral service shall be considered
as inventories held for sale and shall be considered as real estate. The Commission further
highlighted that such asset category shall not exceed 15% of the trust fund and that no investment
in any single entity shall exceed 10% of the total value of the trust fund. In this case, the
Company is allowed only up to 10% of the trust fund for memorial lots being Heritage Memorial
Part as the sole provider of the memorial lots. Lastly, the Commission also mentioned that
memorial lots do not qualify as service assets for the Education and Pension Plans as these assets
are not intended for resale and cannot be used to offset future liabilities of the Education and
Pension Plans.



(2) The assets under the Real Estate category of its Education Trust Fund was at 14.60% which
already exceeded the 12.00% limit under IC CL No. 2017-28.

(3) The Commission highlighted that the placements in savings or time deposits for each trust fund
per pre-need plan category are not yet approved as the amended trust fund agreement is not yet
approved, which is not consistent with the requirements of IC CL 2019-19 which provides that no
pre-need company may invest its trust funds in savings or time deposits without prior approval.

The Commission directed the Company to level off the excess investments in service assets and real
estate on or before December 31, 2022 and to comply with the requirements of IC CL 2019-19.

On May 30, 2022, the Company responded to the Commission’s letter dated May 13, 2022 regarding
the exclusion of service assets from the trust fund managed by LandBank under the Education and
Pension plans. In this letter, the Company clarified the treatment of the service assets in the form of
memorial lots under the Pension and Education trust funds and justified its rationale for including
such as service assets under Pension and Education trust funds.

On May 31, 2022, the Company wrote another letter to respond to the same letter from the
Commission dated May 13, 2022 regarding the limits applicable to service assets. In this letter, the
Company stated that memorial lots as service assets should not be treated as financial assets but rather
as physical assets with stable value, hence the single entity rule is not applicable. Management
believes that the use of the 15% limit on the service assets is fair and acceptable.

On June 10, 2022, the Company submitted to the Commission its 2021 audited financial statements.
In the same letter, the Company requested for the issuance of its license.

On June 20, 2022, the Company requested to the Commission for the approval to invest in the various
Time Deposits and Unit Investments Trust Fund as a requirement under IC Circular Letter

No. 2019-29, Guidelines on Investment of Trust Fund in Savings/Time Deposit and Unit Investments
Trust Funds.

On July 18, 2022, the Commission issued IC CL No. 2022-37, Amended guidelines on allowable
investments for Pre-need trust funds, effective immediately. This Circular provides certain additional
investments outlets which shall be allowed as ‘Other Investments’ with corresponding limits
determined based on the historical acquisition cost of the investments. The Circular also provides
changes of treatment on existing service assets of Pre-need Companies. The Circular stated that Pre-
need companies should liquidate the balances of its service assets for a period of three (3) years from
the effectivity of IC CL No. 2022-37 This supersedes the previous investment requirements of IC CL
No. 08-2012, Allowable Investments for Pre-Need Trust Funds.

On August 03, 2022, the Company requested the Commission’s approval to allow LandBank to invest
in special savings deposits/time deposits for a maximum amount of £500.000 million for each of the
Land Bank Trust Banking Group (LPB TBG/LBP) Accredited Counterparty Banks.

In its letter dated September 15, 2022, the Company presented to the Commission the initial
calculation of trust fund sufficiency as of December 31, 2021 and March 31, 2022 considering the
requirements of IC CL No. 2022-37. In its calculation, the Company included after-date transactions
approved by the Commission such as the inclusion of Investment in Trust Fund managed by
LandBank amounting to £1,401,736,369 and the impact of the sale of the EDSA property. The initial
calculation of the trust fund sufficiency as of December 31, 2021 resulted to a surplus of
£1,260,542,636, after considering after-date transactions of £1,390,440,613 and prior to applying the
excess over the limits on total equities and investment in single issuer amounting to £823,968,765.
The resulting overall surplus was reduced to £436,573,871 after excess on the required limits, net of
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trust fund deficiency on Education of R211,181,579. On the other hand, the initial calculation of trust
fund sufficiency as of March 31, 2022 resulted to a surplus of £1,287,927,810 after considering after-
date transactions of £1,409,091,375 and prior to applying the excess over the limits on total equities,
investment in single issuer for equities, real estate and investment in single issuer for long term
commercial papers totaling to £933,371,861. The resulting overall surplus was reduced to
P354,555,950 after excess on the required limits, net of trust fund deficiency on Education and
Pension of 153,636,137 and £59,884,432, respectively. In the same letter the Company requested
for an extension to level off the breach up to December 31, 2023 and to exclude the excess over the
limits on equities in the calculation of trust fund sufficiency. The Company highlighted in the letter
that the trustee banks liquidated the fixed income instruments to pay off the maturing obligations and
maintained the level of equity investments in anticipation of the projected recoveries. The Company
reiterated in the letter that these actions were taken to secure the trust fund values and to protect the
interest of its planholders. The Company also included in the letter the strategies and the
recommendations of its trustee banks to maintain the existing level of investment in equities.

On October 4, 2022, the Company received a letter from the Commission dated September 20, 2022
responding to its letter dated September 15, 2022. In this letter, the Commission directed the
Company to furnish various documents and schedules pursuant to the requests of the Company for an
extension to level-off the breaches on equities per aggregate and single issuer limits up to December
2023; and exclusion of the excess equity breaches from the trust fund sufficiency determination if not
yet levelled-off by December 2023. These include the final report of the agreed-upon procedures to
determine the value of the trust funds in accordance with the requirements of IC CL No. 2022-37 as
of December 31, 2021 and March 31, 2022, the detailed schedule as of December 31, 2021 and
March 31, 2022 to support the computed amount of the value of trust funds at cost, the detailed
projected quarterly schedule of planholders’ benefits payable that will be availed until

December 31, 2023 and the related source to pay such benefits; and the approval of the Board of
Directors of the Company for the request to extend the levelling-off of equities up to 2023.

On September 27, 2022, the Company submitted to the Commission the following documents
pursuant to the Company’s letter dated Septemberl15, 2022:

1. Asset Maturity Profile as of March 31, 2022 versus 2023 quarterly projection of benefits payout;
2. Board approval of the request to extend the levelling-off of equities up to 2023; and

3. Metropolitan Bank and Trust Company — Trust Banking Group’s 3 Years Investment Outlook.

On October 13, 2022, the Company received the letter from the Commission dated

September 30, 2022 in response to its letter dated September 27, 2022. In this letter, the Commission
acknowledged the Company’s submitted documents per Company’s letter dated September 27, 2022.
In addition, the Commission directed the Company to submit the remaining requirements as
contained in the Commission’s letter dated September 20, 2022 to complete the Commission's
evaluation of the Company's request to level-off the breaches on equities.

On October 6, 2022, the Company submitted to the Commission the final computation of its trust
fund sufficiency as of December 31, 2021 and March 31, 2022, applying the requirements of IC CL
No. 2022-37 which was received by the Commission on October 7, 2022. The final calculation of
trust fund sufficiency as of December 31, 2021 resulted to a surplus of £1,260,542,636, after
considering after-date transactions of £1,390,440,613 and prior to applying the excess over the limits
on total equities and investment in single issuer amounting to £640,178,606. The resulting surplus
was reduced to £640,364,030 after applying the excess on the required limits, net of trust fund
deficiency on Education of £116,589,562. On the other hand, the final calculation of trust fund
sufficiency as of March 31, 2022 resulted to a surplus of £1,299,633,505, after considering after-date
transactions of £1,409,091,375 and prior to applying the excess over the limits on total equities,
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investment in single issuer for equities, real estate and investment in single issuer for long term
commercial papers totaling to £633,232,243. The resulting overall surplus was reduced to
P666,301,262 after excess on the required limits, and all pre-need plan category showed a surplus. In
this letter, the Company requested from the Commission the issuance of its license.

On October 18, 2022, the Company submitted the breakdown per plan category of its asset maturity
profile as of March 31, 2022 versus 2023 quarterly projection of benefits payout pursuant to the
Commission’s letter dated September 30, 2022. The submission was received by the Commission on
October 19, 2022.

On October 28, 2022, the Company responded to the Commission’s letter dated October 24, 2022 on
the verification of the 2021 Annual Statement. In this letter, the Company clarified that the Liquidity
Reserve Requirement Deficiency in the Company’s Education Plan amounting to £1,543,190,912 is
due to the assumption that the unclaimed benefits payable of £2,280,542,610 will be claimed. The
Company presented the various historical availment rates for the Commission to consider in the
computation of liquidity reserve requirement. Based on the Company’s historical experience, the
computed shortfall of 17,725,416 for pension will be eliminated while the £565,682,208 shortfall on
education will be reduced to £205,683,916. The Company also stated that it made substantial
remittances in 2022 amounting to £104,310,965 and £188,262,600 both for pension and education
plans, respectively, representing proceeds from the sale of service assets and the EDSA property,
respectively. The Company also committed to immediately liquidate corporate assets to address any
additional funds needed to cover maturing policies.

On November 2, 2022, the Company received a letter from the Commission dated October 24, 2022
regarding the verification of the 2021 Annual Statement. In this letter, the Commission have
provided the results of its verification as follows:

1. The Company is compliant to the unimpaired capital requirement as of December 31, 2021 under
Section 9 of the Pre-Need Code;

2. The Company is compliant to the Insurance Premium Fund requirement under IC CL No.
2012-23;

3. After verification of the documents submitted on October 17, 2022, the Commission mentioned
that the verification resulted to a deficiency on the Company’s Education Plan of 40,581,782 as
of December 31, 2021, which deemed covered up in full by the subsequent transactions resulting
to a surplus of £71,397,177 as of March 31, 2022. After verification of the March 31, 2022 trust
funds, the Commission mentioned that the Company is compliant with the Trust Fund
requirement under Section 34 and related IC CL No. 2022-37 with noted surpluses across all
plans after considering the after-date transactions.

4. The Company has deficiency in Liquidity Reserve requirement under Section 37 of the Pre-need
Code amounting to £1,543,190,912, which includes planholders’ benefits payable of
£2,280,542,611, majority of which is from unclaimed benefits amounting to £2,219,453,423;



-7-

5. The Company was also provided with the following observations on its asset maturity profile and
quarterly projection of benefits payouts:

Category Observations
Life Plan The liquid assets (composed of fixed income and cash and cash equivalents) to
mature until end of 2023 of 607,017,023 are sufficient to pay the total
projected payouts for 2023 of £233,724,963.
Pension Plan The liquid assets to mature until end of 2023 of 1,741,134,166 are not
sufficient to pay the total projected payouts for 2023 of £1,758,859,582, or
short by £17,725,416.
Education The liquid assets (composed of fixed income and cash and cash equivalents) to
mature until end of 2023 of £782,417,381 are not sufficient to pay the total
projected payouts for 2023 of £1,348,099,588, or short by
P565,682,207.

Based on the results of the verification, the Company was directed by the Commission to submit an
action plan, as approved by the Board of Directors, to address the short fall on the liquid assets of
pension and education plans and the deficiency on the liquidity reserve requirement under Section 37
of the Pre-Need Code in the amount of £1,543,190,912 within ten (10) days upon receipt of the letter.
In addition, the Company is directed to ensure that all claims submitted to the Company are processed
for payments and paid for appropriately by the Company on schedule, otherwise, the Commission
shall exercise its supervisory and regulatory powers under the Pre-need Code. The Commission
further stated that the approval of the Annual Statement is subject to the submission of the above
requirements.

On November 7, 2022, the Commission responded to the Company’s letter dated October 28, 2022 on
the results of the verification of the 2021 Annual Statement per letter dated October 24, 2022. The
Commission acknowledged the Company’s explanation on the deficiency in liquidity reserve and
assets maturity profile with quarterly projection of benefits payout for 2023. In this letter, the
Commission reiterated the submission of the action plans approved by the Board of Directors, as
required by the Commission in its letter dated October 24, 2022, to address the short fall on the liquid
assets of pension and education plans and the deficiency on the liquidity reserve requirement under
Section 37 of the Pre-Need Code in the amount of £1,543,190,911 within five (5) days upon receipt
of the letter. Additionally, the Company is directed to ensure that all claims submitted to the
Company are processed for payments and paid for appropriately by the Company on schedule,
otherwise, the Commission shall exercise its supervisory and regulatory powers under the Pre-need
Code.

On November 8, 2022, the Company received three (3) letters from the IC all dated November 7,
2022 for the release of the Certificate of Registration and License to Act as a Pre-need Company for
the years 2020, 2021 and 2022.

On November 25, 2022, the Company submitted its letter to the Commission pertaining to the action
plans approved by the Board on November 23, 2022, in addressing the observation of the
Commission on the adequacy of the liquid assets and sufficiency of the liquidity reserve requirement
in relation to the payout of maturity benefits. In the letter, the Company highlighted that the Board
of Directors (BOD) reiterated the position of the Company in using the historical benefit payouts on
future maturities and outstanding plan benefit payable in relation to the adequacy of the liquid assets
and in the computation of liquidity reserve requirement. The Company presented the payment of
benefit payout of £1,008,014,057 on the noted liquidity shortage of £1,543,190,912, leaving a
balance of £535,176,855. Additionally, the Company also included in the letter the action plans
approved by the Board to address remaining balance of the liquidity shortage which includes the
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collections on the sale of Heritage lots and EDSA property, timely disposal of corresponding
government securities, equities and real estate properties under trust fund and disposal of corporate
assets, as the need arises to meet the liquidity requirements of the trust fund.

On December 1, 2022, the Commission approved the 2021 Annual Statement and the related
synopses of the 2018, 2019, and 2020 Annual Statements. The approval was attendant to the
Company’s compliance with the Commission’s requirements per its letters dated October 24, 2022
and November 7, 2022. In addition, the Commission directed the Company for the publication of the
same within thirty (30) days from receipt hereof and furnish the IC with the pertinent newspaper

clippings.

On December 20, 2022, the Commission approved the Company’s Certification of Registration and
License to Act as a Pre-need Company for the year 2023.

2023

On January 9, 2023, the Company submitted to the Commission its compliance with the publication
of the Annual Statements for the years 2018, 2019, 2020 and 2021 per the Commission’s letter dated
December 1, 2022.

On January 10, 2023, BPI sought confirmation from the Commission on the trust fund investment
exposures on the trust fund accounts of the Company with BPI if in accordance with the aggregate
and per issuer limits provided under Section 34 of the Pre-need Code and IC Circular Letter Nos.
2022-25 and 2022-37.

On January 18, 2023, BPI submitted to the Commission its proposed Annual Investment Strategy for
the year 2023 on various trust fund accounts of the Company.

On January 18, 2023, the Company received the letter of the Commission dated December 19, 2022,

pertaining to the verification of interim financial statements as of September 30, 2022 with results as

follows:

1. The Company is compliant with the minimum paid-up capital;

2. The Company is compliant with the trust fund investment limitations as required by
Section 34 of the Pre-need code and IC CL No. 2022-25 and IC CL No. 2022-37, except for the
investment in equity securities per single issuer under the Pension and Education plans, which
exceeded the prescribed limitations;

3. The Company’s trust fund for Pension and Education plans are deficient by 471,481,116 and
P426,688,359, respectively;

4. The Company’s insurance premium fund is deficient by £18,414,760;

The Company’s liquidity reserve for Pension and Education plans are deficient by

216,407,383 and £2,052,396,995, respectively.

e

The Company was directed by the Commission to submit within ten (10) days its action taken to
cover up the trust fund deficiencies for pension and education plans and the related deficiency for the
insurance premium fund.

On January 24, 2023, the Company requested approval from the Commission on the reimbursement
of expenses directly related to the delivery of benefits and services to the planholders amounting to
£25,411,059. The request was pursuant to Section 30 of the Pre-need Code and Article I of IC
Circular Letter No. 2013-26
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On January 27, 2023, the Company submitted to the Commission the action plans and the responses
to the findings of the Commission per letter dated December 19, 2022. In this letter, the Company
requested for the approval of the extension to level-off the breaches on equities per aggregate and
single issuer limits until end of 2023 and to allow the applicable values of the investment class
amounting to 247,153,708 and 177,644,486 for Pension and Education plans, respectively, for a
total of P424,798,194. The Company also mentioned that the service assets under Pension and
Education plans have increased in value as a result of the appraisal increment as of

December 29, 2022 amounting to £43,152,000 and £199,920,000.00, respectively. The Company
contributed service assets amounting to £18,630,000 in addressing the deficiency in Insurance
Premium Fund of £18,414,760. The Company submitted a copy of the Secretary’s Certificate on the
approved action plans.

On February 1, 2023 , the Commission responded to the letter of BPI dated January 10, 2023. The
Commission stated that the trust fund investment exposures on the trust fund accounts with BPI are in

accordance with the aggregate and per issuer limits provided under Section 34 of the Pre-need Code
and IC Circular Letter Nos. 2022-25 and 2022-37.

On February 6, 2023, the Commission responded to the letter of BPI dated January 18, 2023. The
Commission acknowledged the proposed Annual Investment Strategy submitted by BPI and stated
that the same was forwarded to the Commission’s Investment Services Division for reference and
appropriate action, if any.

On February 15, 2023, the Company submitted a follow-up letter to the Commission requesting for
approval on the reimbursement of expenses directly related to the delivery of benefits and services to
the planholders pursuant to the Company’s letter dated January 24, 2023.

On March 1, 2023, the Company received the letter from the Commission dated February 20, 2023.
In this letter, the Commission acknowledged the action taken by the Company supported with
Secretary’s Certificate on Board approval to cover up the trust fund deficiencies for the pension and
education plans and the related deficiency for the insurance premium fund. For further evaluation of
the Company’s request to level-off the breaches on equities, the Company is requested to submit the
breakdown per plan category of its Asset Maturity Profile as of December 31, 2022 versus 2023
quarterly projection of benefits payout and onwards and the updated schedule of property sold on
installment, showing the balance of the Receivable and related Deferred Tax Liabilities until
December 31, 2022.

On March 13, 2023, the Company submitted the following documents in response to the letter of the
Commission dated March 1, 2023 with regards to the additional requirements for the evaluation of the
Company’s request to level-off the breaches on equities until December 31, 2023.

1. Breakdown per plan category of Asset Maturity Profile as of December 31, 2022;

2. 2023 quarterly projection of benefits payout and onwards; and

3. Schedule of property sold on installment as of December 31, 2022.

Also, the Company emphasized its commitment to meet its liquidity requirement vis-a-vis the plan
maturities as they fall due through timely disposal of corporate assets (including service assets), when
necessary.

On May 12, 2023, the Company re-submitted the following letters dated May 10, 2023:

1. Request to level off the breaches on equities per aggregate and single issuer limits until
December 31, 2023; and
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Request for approval on the reimbursement of expenses directly related to the delivery of benefits
and services to the planholders amounting to £25,411,059 pursuant to Section 30 of the Pre-need
Code and IC Circular Letter No. 2013-26.

On June 19, 2023, the Commission responded to the Company's two (2) letters dated May 10, 2023
on the request to level off the breaches on equities and reimbursement of expenses (cost of service) of
P25,411,059, to wit:

1. On level off the breaches on equities

The Commission conditionally approved the Company's request to level off the breaches on
equities, particularly the PSE shares per aggregate and single issuer limits subject to the
following:

a. The Company shall ensure the timely and appropriate processing and payment of claims;

b. The Company shall not declare dividends during the approved levelling off period; and

c. Together with the quarterly submissions required by Circular Letter ("CL") No. 2022-44, the
Company shall submit to the Commission quarterly progress reports from the Trustee Banks
starting on the second (2nd) quarter of 2023.

The breaches/excess investments shall not be considered in the determination of sufficiency of
trust funds in the verification/examination of the Company’s 2022 Annual Statements as stated in
Section 34 of the Pre-need Code and IC Circular Letter No. 2022-37.

On Reimbursement of Expenses of £25,411,059

The Commission denied the Company's request of reimbursement of cost of services incurred in
relation to the delivery of benefits and services to the planholders in the amount of 25,411,059
for the nine (9) month period ending on September 30, 2022. The Commission stated that upon
evaluation of the enumerated provisions of IC CL No. 2013-26, the Commission find that the
reimbursement of expenses for personnel salary, premises, electronic data processing, and other
expenses are prohibited since these expenses are outside the ambit of cost of services/benefits
undertaken based on contracts which can be withdrawn from the trust fund.

On Aug 11, 2023, the Company submitted the progress report on the PSE shares for the second (2"
quarter of 2023 in compliance with the letter of the Commission dated June 19, 2023, to wit:

L.

The trust fund adequacy with computed breaches as of June 30, 2023 in which life plan has a
surplus of 497,626,465 while pension and education registered shortfall amounting to
P84,165,484 and £340,387,210, respectively.

The computed quarterly breach on PSE shares is shown below:

Trust Fund 31-Dec-22 31-Mar-23 30-Jun-23
Life P- P- P

Pension (254,584,520) (268,584,803) (267,558,422)
Education (188,960,746) (201,734,044) (199,175,622)

Total (P443,545,266) (P470,318,847) (P466,734,044)
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3. The sale of 1,000,000 PSE shares.

On September 12, 2023, the Commission responded to BPI Wealth (BPI), a trustee bank of the
Company, as regards BPI’s letter requesting for confirmation that the trust accounts’ exposures to
each asset class and each security are within the consolidated prescribed limits under the Pre-need
Code (PNC), for the period ending June 30, 2023. The Commission stated that the trust fund
investment exposures on the trust accounts of the Company are in accordance with the aggregate and
per issuer limits provided under Section 34 of the PNC and Circular Letter Nos 2022-25 and 2022-37.

On September 20, 2023, the Commission acknowledged receipt of the letter of the Company dated
August 11, 2023 pertaining to the progress report on PSE shares in compliance with the
Commission’s letter dated June 19, 2023. The commission noted the 1,000,000 PSE shares sold in
July 2023.

On October 31, 2023, the Company received a letter from the Commission dated October 23, 2023 on
the verification of the 2022 Annual Statement of the Company with result as follows:

1. The Company is compliant with the capital requirement as of December 31, 2022 under the Pre-
need Code;

2. The Company is compliant with the Insurance Premium Fund requirement under IC CL No.
2012-23;

3. The Company is compliant with the trust fund and liquidity reserve requirements for life
(memorial) plans under the Pre-need Code;

4. The Company has trust fund deficiency on pension and education amounting to £165,550,963
and 198,713,840, respectively; and

5. The Company has liquidity reserve deficiency on pension and education amounting to
£199,063,897 and £1,890,373,348, respectively.

Based on the results of the verification, the Company was directed by the Commission to cover-up
the above-mentioned trust fund deficiency within sixty (60) days upon receipt of the letter and show
proof of compliance, in accordance with Section 36 of the PNC and to submit an action plan, as
approved by the Board of Directors, to address the deficiency on the liquidity reserve requirement
under Section 37 of the PNC in the total amount of £199,063,897 for pension and £1,890,373,348 for
education, within ten (10) days upon receipt of the letter.

On November 10, 2023, the Company submitted its response letter dated November 09, 2023 to the
Commission’s order to cover-up the trust fund and liquidity reserve deficiencies with highlight as
follows:

Trust Fund Deficiency

1. The conditional approval to level-off the breaches on equities until December 31, 2023 comes
with a relief that “the breaches/excess investments shall not be considered in the determination of
sufficiency of trust funds in the verification/examination of the Company’s 2022 Annual
Statement as stated in Section 34 of the Pre-need Code and Circular Letter No. 2022-37;

2. The increased in appraised value of a real estate property;

3. The Company’s commitment to contribute corporate assets, when needed, as part of its action
plan approved by its Board of Directors pursuant to Section 36 of the Pre-need Code.
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Liquidity Reserve Deficiency

1. The Company provided the after-date benefit payout on pension amounting to £1,002,885,059
that fully addressed the noted deficiency of £199,063,897.

2. On education, the Company provided the after-date benefit payout amounting to £725,205,418
that partially addressed the noted deficiency of £1,890,373,348

On November 24, 2023, the Company submitted its letter dated November 20, 2023 on 2023 third
quarter progress report pertaining to the PSE equity shares. In this letter, the Company highlighted
the sale of 1,000,000 PSE shares in July, 2023, computation of breach after the sale of PSE shares,
and computation of trust fund adequacy applying the conditional approval on deferment of breaches.

2024

On January 02, 2024, the Company received the approval letter of the Commission dated December
18, 2023 on the 2022 Annual Statement (AS) and the related synopses of the Company. This is due
to the conditional approval pertaining to the deferment of the application of breaches in equities for
PSE shares due to the extension of time to level off the breaches where the Company was given until
December 31, 2023 and in compliance of the Company on the requirements of the Commission to
cover-up the trust fund and liquidity reserve deficiencies per Commission’s letter dated October 23,
2023. The Commission also directed the Company for the publication of the approved AS within
thirty (30) days from receipt of the approval and furnish the Commission with the pertinent
newspaper clippings.

On January 08, 2024, the Company submitted its letter to the Commission dated January 02, 2024
requesting an extension period of two (2) years from December 31, 2023 to level-off the breaches on
PSE equity per aggregate and single issuer limits citing the loss incurred on the disposal of 1,000,000
PSE equity shares, deferment of the disposal of the remaining PSE shares as a prudent measure not to
incur further loss and the improving behavior of the equity market.

On January 23, 2024, the Company received a letter from the Commission dated January 17, 2024 on
the issuance of the Company’s Certification of Registration and License to Act as a Pre-need
Company for the year 2024,

On January 30, 2024, the Company submitted to the Commission its compliance on the publication of
the 2022 Annual Statement and its related synopses. This was acknowledged by the Commission per
its letter reply dated January 31, 2024.

As of December 31, 2023, the computed trust fund deficiencies for Pension and Education amounted
to 102,296,500 and £241,923,616, respectively, of which £102,296,500 and 102,847,886,
respectively, are attributable to excess of certain investments over the prescribed limits under Section
34 of the Pre-Need Code of the Philippines, IC Circular Letter No. 2022-25 and IC Circular Letter
No. 2022-37. On April 29, 2024, the Company made an additional trust fund contribution to pension
account in the amount of £102,330,000. This is in full compliance with the trust fund deficiency on
pension account amounting to £102,296,502. As regards the trust fund deficiency on education
account amounting to £241,923,616, the Company made a partial trust fund contribution to education
account on May 21, 2024 amounting to £50,000,000. The remaining balance of 191,923,615 will be
addressed as follows:

1. Letter of instruction to the trustee bank for the disposal of the PSE shares;

2. Cash contribution; and
3. Contribution of Heritage Lots.
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As of the date of the release of the financial statements, management has yet to receive a formal
response from the Commission on the request to extend the leveling-off of the breaches on equities
per aggregate and single issuer limits until December 31, 2025. On April 16, 2024, the management
received an exposure draft on Omnibus Guidelines on Investment, which when implemented will cure
the breaches on equities per aggregate and single issuer limit.

For liquidity reserve requirement (LRR) in compliance with Section 37 of the Pre-need Code and IC
CL No. 2022-44, the initial computation showed that the Company has deficiency amounting to
P1,739,565,883 for Education Plan as of December 31, 2023. Following IC letter dated December 18,
2023 in which IC noted the Company’s action plan to use historical availment rates instead of the
total outstanding benefits payable for Education Plan, which is the major factor of the LRR
deficiency, the management estimates excess in liquidity reserve as of December 31, 2023 of
$£2,083,212,353, £2,254,258,008 and £15,958,996 for Life, Pension and Education Plan, respectively.
The management finds it appropriate to use payment behavior as a prudent measure in handling the
liquidity requirement on benefit payout based on its actual experience considering it has not been
remiss in the delivery of benefits due to the plan holders year-on-year.

Should additional liquidity be required, the following will be observed as committed previously
subject to the approval of the Board of Directors:

1. Timely disposal of equities, real estate properties and service assets;
2. Ensure collection of receivables on the sale of EDSA property and service assets:
a. As of December 31, 2023, the Company has receivables on the sale of EDSA property
amounting to £1,506,101,138 that is collectible over four (4) years;
b. On service assets, the average monthly collection of the Company is 87,927,754 for the
year 2023 in which the Company is expected to collect the same amount in 2024.
3. Continuous asset swap whereby free-hold cash of the Company will be swapped with service
assets under trust fund. With this action plan, we swapped 167,400,000 in 2023.

Pre-Need Regulations

Republic Act No. 9829

On December 3, 2009, Republic Act (RA) No. 9829, An Act Establishing the Pre-Need Code of the
Philippines, was approved. This act shall be known as the ‘Pre-Need Code of the Philippines.’

It is a consolidation of Senate Bill No. 2077 and House Bill No. 6407 passed by the Senate and the
House of Representatives on September 30, 2009 and September 29, 2009, respectively.

The following are the more significant provisions of RA No. 9829:

e Authority of the Insurance Commission. All pre-need companies shall be under the primary and
exclusive supervision and regulation of the Commission.
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o  Paid-up capital. A pre-need company incorporated after the effectivity of the Code shall have a
minimum paid-up capital of 100 million. Existing pre-need companies shall comply with the
following minimum unimpaired paid-up capital:

a. P100 million for companies selling at least three (3) types of plan;
b. P75 million for companies selling two (2) types of plan; and
c. P50 million for companies selling a single type of plan.

o Trust fund. The trust fund shall at all times be sufficient to cover the required pre-need reserve
(PNR). The RA specifies the minimum amount of corresponding contributions to the trust fund.

o Limitations on different investments of the trust fund(s). To ensure the liquidity of the trust fund
to guarantee the delivery of the benefits provided for under the plan contract and likewise obtain
sufficient capital growth to meet the growing actuarial reserve liabilities, all investments of the
trust fund of a pre-need company shall be limited and subject to limitations specified by the RA.

Under Chapter 11, Section 47 of the Pre-Need Code, the IC shall have the authority to make, amend
and rescind such accounting rules and regulations applicable for pre-need companies. In the absence
of new accounting rules, or rescission of the current accounting rules authorized by the IC, the
Company continues to follow the amended PNUCA and applicable IC Circular Letter and accounting
requirements.

Implementing Rules and Regulations (IRR) of RA No. 9829
After the issuance of RA No. 9829, the Commission issued the IRR on March 8, 2010. The salient
provisions of the IRR are the same with that of RA No. 9829.

SEC Memorandum Circular (SMC) No. 6, Series of 2002

The SEC issued SMC No. 6, Standards for Valuation of Actuarial Reserve Liabilities for
Pre-Need Plans (SEC Circular No. 6), effective June 27, 2002 (amended April 10, 2003). The
following are the more significant provisions of this Circular:

a. Actuarial reserve liabilities (ARL) must be set up for all pre-need benefits guaranteed and payable
by the pre-need company as defined in the pre-need plan contracts;

b. Where insurance coverage is provided in the plan contract, insurance premium reserves must be set
up as a separate liability account;

c. The ARL must be determined by using a prospective method in accordance with the Guidelines
and Standards of the Actuarial Society of the Philippines;

d. Actuarial reserve valuation methods must be consistent with any allowed accounting adjustments
for deferred expenses. The net level contribution method of prospective valuation for both pre-
need benefits reserve (PNR) and insurance premium reserve (IPR) shall be used when there is
deferment of expenses. Only first year commissions, overrides and bonuses may be deferred;

Administrative and other marketing expenses shall not qualify for deferral. The period of

deferment shall not exceed the installment payment period and shall be in accordance with the
New Pre-Need Rules which took effect on September 21, 2001;
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The ARL for a contract that has defaulted in payment of installments of the price, but which may
still be reinstated, shall not be less than its reserve minus the uncollected contributions to reserve
up to the date of valuation, multiplied by a validated reinstatement factor as determined by the
actuary, provided the uncollected contributions to reserve is not reflected as an asset;

The interest rate assumption in reserve valuation should be reflective of expenses and taxes
incurred on investments, but the rate shall in no case exceed 80% of the average interest rate for
the longest term Philippine government security traded during the previous three (3) months.

If the experience net yield rate of the trust fund is higher than the set maximum, the actuary must
show conclusive proof of the contracts whose reserves are being valued, before assuming such
experience net yield;

Rates of surrender, cancellation, utilization and inflation, when applied, must consider the actual
experience of the company in the last three (3) years, or the industry, in the absence of a reliable
company experience;

In determining the ARL of fully paid plans, no decrement rates other than utilization rates for the
contingent principal benefits may be used. The actuary shall submit to the SEC for approval the
necessary justification for any exception made to this rule; and

The actuary shall validate every year the actuarial assumptions used in the reserve valuation and
shall include in the actuarial certification a statement of the validation procedure.

Pre-Need Rule 31, as Amended: Accounting Standards for Pre-Need Plans and PNUCA

On May 10, 2007, the SEC issued Pre-Need Rule 31, as Amended, which adopted the revised
accounting standards and chart of accounts that shall be considered the generally accepted accounting
principles in the Philippines for pre-need companies. This Amended Pre-Need Rule 31 became
effective for interim financial statements covering periods ended June 30, 2007 and onwards and for
annual financial statements for the year ended December 31, 2007 and thereafter.

The following are the more significant provisions under the Amended Pre-Need Rule 31:

Trust funds

a.

The net asset value in the trust funds shall be at least equal to the required PNR as determined by
a qualified actuary using the method prescribed in this Rule.

All requirements under the rules and regulations as may be promulgated by the SEC on trust
funds shall be complied with.

The recognition and measurement of the assets in the trust funds shall be in accordance with
PAS 39, Financial Instruments: Recognition and Measurement, and PAS 40, Investment

Property, and other applicable standards, depending on the composition of the fund.

The component assets and liabilities of the trust funds shall be presented separately in the notes to
financial statements.
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Pre-need reserve

a.

PNR shall be set up for all pre-need benefits guaranteed and payable by the pre-need company as
defined in the pre-need plan contracts;

In recognizing PNR for education and pension plans, the general requirements of PAS 37,
Provisions, Contingent Liabilities and Contingent Assets, on provisioning and the specific
methodology provided under this item shall be complied with by the company. For life plans, the
requirements of Philippine Financial Reporting Standard (PFRS) 4, Insurance Contracts, shall be
complied with by the Company;

The amount recognized as a provision to cover the PNR shall be the best estimate of the
expenditure required to settle the present obligation at the reporting date. The risks and
uncertainties that inevitably surround many events and circumstances shall be taken into account
in reaching the best estimate of a provision;

The actuarial reserves for benefits shall be determined on prospective basis. The actuarial
reserves for benefits directly provided by the pre-need company must be equal to the present
value of all future benefits directly provided by the company less the present value of the future
contributions to reserves for such benefits. The actuarial reserves for benefits provided indirectly
by the pre-need company should be equal to the present value of the cost of providing these
benefits less the present value of the contributions to reserves to provide for these benefits.
Actuarial reserves on pre-need contracts should ever be less than the corresponding termination
values;

Future events that may affect the foregoing amounts shall be reflected in the amount of provision
for PNR where there is sufficient objective evidence that they will occur;

The rates of surrender, cancellation, reinstatement, utilization and inflation when applied, must
consider the actual experience of the company in the last three (3) years, or the industry, in the
absence of a reliable company experience;

The computation of the foregoing assumptions shall be validated by the internal qualified actuary
of the pre-need company. His or her validation report shall be provided to its external auditors
for purposes of statutory audit of the financial statements of the company, and shall be submitted
to the IC as a separate report;

The probability of pre-termination or surrender of fully paid plans shall be considered in
determining the PNR of fully paid plans. A pre-need termination experience on fully paid plans
of 5% and below shall be considered insignificant. In such cases, derecognition of liability shall
be recorded at pre-termination date;

The disclosure requirement under PAS 1, Presentation of Financial Statements, relative to
methods and assumptions used to estimate the PNR, including the sensitivity of the PNR amount,
shall be complied with; and

Any excess in the amount of the trust funds as a result of the revised reserving method shall
neither be released from the fund nor be credited to offset against future required contributions.

Insurance premium fund

This represents corporate assets that are restricted to cover the payment of insurance premiums after
the paying period of the pre-need plan. This shall be at least equal to the amount computed for the
IPR under paragraph 13 of the Amended Pre-Need Rule.
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Other reserves
The company shall setup other provisions in accordance with PAS 37 to cover obligations such as
IPR.

Unless the IC shall so specifically require, a company may, at its option, set up other provisions as a
prudent measure.

Premium revenue

Premiums from sale of pre-need plans shall be recognized as earned when collected. When premiums
are recognized as income, the related cost of contracts shall be computed with the result that benefits

and expenses are matched with such revenue.

Trust fund income

Income generated by the trust fund shall be included in the ‘Investments in trust funds’ account under

the asset section of the statement of financial position.

The amount of the trust fund income shall be disclosed in the notes to the financial statements. The
portion of the retained earnings representing the trust fund income shall be automatically restricted to
payments of benefits of plan holders and such other related payments as allowed under the Pre-Need

Rules.

Cost of contracts issued
This account pertains to:

a. The increase in PNR as at the current year as compared to the provision for the same period of the
previous year. Ifthere is a decrease in the PNR as a result from new information or new
developments, the amount shall be deducted from the ‘Cost of contracts issued’ of the current
period. In case of material prior period errors, the requirements of PAS 8, Accounting Policies,
Changes in Accounting Estimates and Errors, shall be complied with by the pre-need company;

b. Amount of trust funds contributed during the year; and

c. Documentary stamp tax and IC registration fees.

The foregoing items shall be presented separately on the face of the statement of income.
Other direct costs and expenses

This account includes the following, which shall be presented separately in the notes to the financial
statements:

Basic commissions;

Other commission such as overrides, bonuses;

Insurance; and
Other expenses that constitute direct cost of contracts issued.

ao o
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Individual subsidiary accounts for education plans and for pension plans must be maintained
(e.g., (1) ‘Cost of contracts issued - education plans,’ (2) ‘Cost of contracts issued - pension plans’).

SEC Interpretative Bulletin No. 1, Series of 2008
On January 17, 2008, the SEC issued a bulletin to guide pre-need corporations, pre-need actuaries and
pre-need external auditors on the implementation of Amended Pre-need Rule 31 and PNUCA.

The more significant provisions of this bulletin are as follows:

Pre-need reserve

The PNR or the reserve for education plan, life plan and pension plan, covers the liabilities for
education plan, life plan and pension plan. The PNR represents the present value of future

pre-need benefits less the present value of future trust fund contributions. The PNR of the three (3)
plan types should be maintained separately as they differ in treatment and assumptions. The amount
indicated as PNR shall be the same as that stated in the actuarial valuation report and audited
financial statements with the required disclosures.

Discount rate

The company should compute the PNR using the SEC-approved hurdle rate per product model for
Currently-Being-Paid Plans and Fully Paid Plans whose benefit payments are not due within the next
five (5) years.

The company may also compute the present value of its liabilities using a lower discount rate other
than the SEC-approved hurdle rate and the difference between the two computations shall be booked
under the ‘Other reserves’ account in the audited financial statements, in accordance with the
Amended Pre-need Rule 31.

Other reserves

Under the account ‘Other reserves,’ the company mays, at its option and as a prudent measure, set up

other provisions. Thus, the ‘Other reserves’ account may include the following items:

e General administrative expense after the paying period;

e Paid-up capital reserves;

e Reserve for the difference in the PNR computation using a rate other than the IC-approved hurdle
rate; and

e  Other reserves as may be allowed by the Commission.

IC Circular Letter No. 23-2012

On November 23, 2012, the IC issued Circular Letter 23-2012 relating to the Valuation of Transitory
Pre-need Reserves (TPNR). The circular states that in order to provide regulatory leeway for old
basket of plans previously approved by the SEC, the valuation of PNR shall be governed by the
following:

a. Discount interest rate for the PNR
The transitory discount interest rate per year that shall be used in the valuation of PNR shall not
exceed the lower of the attainable rates as certified by the Trustee and the following rates below:

Discount
Year Interest Rate
2013 -2016 8.00%
2017 7.25%

2018 6.50%
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Discount
Year Interest Rate
2019 and 2020 6.00%
2021 5.75%
2022 5.75%
2023 5.75%

In valuing PNR, the Company used a discount rate of 5.75% for all approved plans in 2023 and
2022.

b. Transitory Pre-Need Reserve
In effecting the transition in the valuation of reserves for old basket of plans, IC shall prescribe a
TPNR with a maximum transition period of ten (10) years. For each of the pre-need plan
categories, the TPNR shall be computed annually on all old basket of plans outstanding at the end
of each year from 2012 to 2021 using the discount interest rates provided above. If the actual
trust fund balance is higher than or equal to the resulting PNR then the liability set-up shall be the
PNR. However, if the resulting PNR is greater than the actual trust fund balance at the end of the
year, TPNR shall be computed.

The actual trust fund balance shall be the trust fund balance at the end of the year net of any
receivables by the pre-need company from the trustee for the contractual benefits outstanding as
of the end of the year.

The TPNR liability shall be recognized each year. The trust fund deficiency shall be funded by
the pre-need company within sixty (60) days from April 30 following the valuation date.

IC Circular Letter No. 2017-28

On May 2, 2017, the IC issued Circular Letter 2017-28 relating to the first two percent (2%) upward
adjustment on the investment threshold allocation under the pre-need code. Pursuant to Section 34 of
the pre-need code provides that the Commission is authorized to adjust the percentage allocation per
category set forth therein not in excess of two percentage (2%) points upward or downward and no
oftener than once every five (5) years.

In order to maximize the gains on higher yield investment for the trust fund, the upward adjustment of
two percent (2%) points shall apply to long-term commercial papers, direct loans, equities and real
estate subject to rules and regulations that would ensure prudent investment management and
protection of the interest of the planholders.

IC Circular Letter No. 2019-06

On March 15, 2019, the IC issued Circular Letter 2019-06 providing Regulatory Relief for the Pre-
need Industry to monitor and assess the overall impact of the regulatory relief provided for under IC
Circular Letter No. 2018-58 to pre-need companies for the year 2018 and to further improve the
regulations for pre-need companies.

The circular provides that all pre-need companies authorized to transact business in the Philippines
shall submit the following quantitative impact assessment reports following the prescribed format:

a. with and without regulatory relief statement of financial position as of December 31, 2018 of the
pre-need company;

b. with and without regulatory relief comparative statement of financial position as of
December 31, 2018; and



-20-

c. with and without regulatory relief comparative reserve valuation report as of December 31, 2018.

All reports shall be duly certified and signed by the accountant and IC-accredited actuary together
with the Chief Financial Officer (CFO) or its equivalent. The above reports form an integral part of
the Annual Statement. The Company submitted to the IC the above-mentioned reports on

May 30, 2019.

IC Circular Letter No. 2022-25

On May 19, 2022, the IC issued Circular Letter 2022-25 relating to the additional two percent (2%)
upward adjustment on the investment threshold allocation under the pre-need code. In order to
provide flexibility and to maximize the gains on higher yield investments of the trust fund, the
additional upward adjustments of two percentage (2%) points shall apply to long-term commercial
papers, direct loans, equities and real estate subject to the rules and regulations that would ensure
prudent investment management and protection of the interest of the planholders.

IC Circular Letter No. 2022-37
On July 18, 2022, the IC issued Circular Letter 2022-37 relating to the amended guidelines on
allowable investments for pre-need trust fund. The circular letter mentioned the allowable
investments includes the following:

1. Investment listed in Section 34 of the Code; and

ii.  Other allowable investments under section 2 of the circular letter

The circular provides the following additional investments allowed as Other Allowable Investments
and shall be equal to the residual allocation as computed in Section 4 of the circular:

i.  Other equity Securities — equity securities not included in Section 34 of the Code, provided,
however that the issuer is listed in the Philippine Stock Exchange and shall have a minimum
credit rating of Baa by Philratings, or BBB by CRISP or an equivalent rating from local or
foreign credit-rating agency accredited by the Securities and Exchange Commission (SEC) or
its international counterpart.

ii.  Real Estate Investments Trust and Exchange Traded Funds — Philippine Stock Exchange
(PSE) listed Real Estate Investment Trust (REIT) and Exchange Traded Funds (ETF)
approved by their respective regulatory agencies.

iii.  Mutual Funds and Unit Investment Trust Funds — Mutual Funds duly registered with SEC
and local Unit Investment Trust Fund (UITF) approved by the Bangko Sentral ng Pilipinas
(BSP), provided, however, that the underlying securities are all PHP-denominated

iv.  Other debt securities — Debt Securities not included under Section 34 of the Code, provided,
however, that the issuer or the issue obtained a minimum credit rating of Baa by Philratings,
or BBB by CRISP or an equivalent rating from local or foreign credit-rating agency
accredited by the Securities and Exchange Commission (SEC) or its international counterpart.

Investment listed in Section 34 of the Code and Section 2.1 of the circular that do not meet the
minimum prescribed conditions shall be allowed as investments in the Trust Fund, provided, that the
total amount should not exceed five percent (5%) of the trust fund at acquisition cost after the
consideration of limitations in Section 34 of the Code and Section 4 of this CL. Additionally, amounts
in excess of the limitations set under Section 34 of the Code and Section 4 of this CL shall not qualify
as Other Allowed Assets in trust fund.

Other allowable investment under Section 2.1 do not require prior approval from the IC. Assets listed

or classified under Section 2 of this CL may be changed or amended by the IC in response to changes
in the domestic and global market conditions
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The circular also provides the treatment of existing service assets of pre-need companies. Service

assets, as reference to previous CL No. 08-2012, if any, recorded and recognized by the IC in the

Trust Funds of pre-need companies, shall still be recognized as part of the Trust Funds for purposes

of determining the Trust Fund sufficiency. Companies shall liquidate the balances of Service Assets

for a period of three (3) years from the effectivity of the CL. Proceeds from the sale or liquidation of

Service Assets shall be deposited directly to their respective Trust Funds. A pre-need company is

allowed to declare dividends, provided that the following conditions are met:

a. That the pre-need company shall comply with the requirements of dividends payments of the IC;
and

b. That the pre-need company has liquidated the Service Assets within three (3) years. Otherwise,
the maximum allowed to be declared and paid shall only be equal to the amount of Service Asset
liquidated.

The circular also provides the limitations/concentration and other conditions for recognition of
investments. Investments listed under Section 34 (a) to (c) shall comply with the limits conditions,
and requirements set forth under Section 34 of the Code.

The basis of the computation for the limits of the instruments or investments shall be the acquisition
cost of investments under Section 34 (a) to (c) and Other Allowable Investments under Section 2 of
this CL. The value of the Service Assets referred to under Section 3 of this CL shall not be included
in the computation of the limitations.

Other allowable investments shall be subject to the following limits:

i.  The percentage of limit for Other Allowable Investments shall be the residual of the sum of the
following less 100%:
a. Sum of the actual allocation for government securities; and
b. Sum of the actual allocations on investments under Section 34 (a) to (c) of the Code, subject

to the maximum limits of the Code and any other pertinent circular letter issued.

ii.  No deposits or investments in any single entity allocated to Other Allowable Investments shall

exceed fifteen percent (15%) of the total value of the trust fund.

Limits on investments under Section 34 (a) to (c) of Code will be adjusted, subject to the provision
provided under the last paragraph of Section 34 of the Code.

Changes in Accounting Policies
The accounting policies adopted are consistent with those of the previous financial year, except for
the adoption of new standards effective in 2023. The Company has not early adopted any standard,

interpretation or amendment that has been issued but is not yet effective.

Unless otherwise indicated, adoption of these new standards did not have an impact on the
consolidated financial statements of the Company.
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Amendments to PAS 1 and PFRS Practice Statement 2, Disclosure of Accounting Policies

The amendments provide guidance and examples to help entities apply materiality judgements to
accounting policy disclosures. The amendments aim to help entities provide accounting policy
disclosures that are more useful by:

o Replacing the requirement for entities to disclose their ‘significant’ accounting policies with a
requirement to disclose their ‘material” accounting policies, and

o Adding guidance on how entities apply the concept of materiality in making decisions about
accounting policy disclosures

The amendments to the Practice Statement provide non-mandatory guidance.

Amendments to PAS 8, Definition of Accounting Estimates

The amendments introduce a new definition of accounting estimates and clarify the distinction
between changes in accounting estimates and changes in accounting policies and

the correction of errors. Also, the amendments clarify that the effects on an accounting estimate
of a change in an input or a change in a measurement technique are changes in accounting
estimates if they do not result from the correction of prior period errors.

Amendments to PAS 12, Deferred Tax related to Assets and Liabilities arising from a Single
Transaction

The amendments narrow the scope of the initial recognition exception under PAS 12, so that it no
longer applies to transactions that give rise to equal taxable and deductible temporary differences.

The amendments also clarify that where payments that settle a liability are deductible for tax
purposes, it is a matter of judgement (having considered the applicable tax law) whether
such deductions are attributable for tax purposes to the liability recognized in the financial
statements (and interest expense) or to the related asset component (and interest expense).

Standards and Interpretations Issued but not yet Effective

Pronouncements issued but not yet effective are listed below. Unless otherwise indicated, the
Company does not expect the future adoption of the said pronouncements to have a significant impact
on its financial statements. The Company intends to adopt the following pronouncements when these
become effective.

Effective beginning on or after January 1, 2024

Amendments to PAS 1, Classification of Liabilities as Current or Non-current

The amendments clarify:
o That only covenants with which an entity must comply on or before reporting date will affect

a liability’s classification as current or non-current.

That classification is unaffected by the likelihood that an entity will exercise its deferral right.
That only if an embedded derivative in a convertible liability is itself an equity instrument
would the terms of a liability not impact its classification

The amendments are effective for annual reporting periods beginning on or after January 1, 2024
and must be applied retrospectively.
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Amendments to PFRS 16, Lease Liability in a Sale and Leaseback

The amendments specify how a seller-lessee measures the lease liability arising in a sale and
leaseback transaction in a way that it does not recognize any amount of the gain or loss that
relates to the right of use retained.

The amendments are effective for annual reporting periods beginning on or after January 1, 2024
and must be applied retrospectively. Earlier adoption is permitted and that fact must be disclosed.

Effective beginning on or after January 1, 2025

PFRS 17, Insurance Contracts

PFRS 17 is a comprehensive new accounting standard for insurance contracts covering
recognition and measurement, presentation and disclosure. Once effective, PFRS 17 will replace
PFRS 4, Insurance Contracts. This new standard on insurance contracts applies to all types of
insurance contracts (i.e., life, non-life, direct insurance and re-insurance), regardless of the type of
entities that issue them, as well as to certain guarantees and financial instruments with
discretionary participation features. A few scope exceptions will apply.

The overall objective of PFRS 17 is to provide an accounting model for insurance contracts that

is more useful and consistent for insurers. In contrast to the requirements in PFRS 4, which are

largely based on grandfathering previous local accounting policies, PFRS 17 provides a

comprehensive model for insurance contracts, covering all relevant accounting aspects. The core

of PFRS 17 is the general model, supplemented by:

o A specific adaptation for contracts with direct participation features (the variable fee
approach)

o A simplified approach (the premium allocation approach) mainly for short-duration contracts

On December 15, 2021, the FRSC amended the mandatory effective date of PFRS 17 from
January 1, 2023 to January 1, 2025. This is consistent with Circular Letter No. 2020-62 issued by
the Insurance Commission which deferred the implementation of PFRS 17 by two (2) years after
its effective date as decided by the IASB.

PFRS 17 is effective for reporting periods beginning on or after January 1, 2025, with
comparative figures required. Early application is permitted.

Deferred effectivity

Amendments to PFRS 10, Consolidated Financial Statements, and PAS 28, Sale or Contribution
of Assets between an Investor and its Associate or Joint Venture

The amendments address the conflict between PFRS 10 and PAS 28 in dealing with the loss of
control of a subsidiary that is sold or contributed to an associate or joint venture. The
amendments clarify that a full gain or loss is recognized when a transfer to an associate or joint
venture involves a business as defined in PFRS 3. Any gain or loss resulting from the sale or
contribution of assets that does not constitute a business, however, is recognized only to the
extent of unrelated investors’ interests in the associate or joint venture.
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On January 13, 2016, the Financial and Sustainability Reporting Standards Council deferred the
original effective date of January 1, 2016 of the said amendments until the IASB completes its
broader review of the research project on equity accounting that may result in the simplification
of accounting for such transactions and of other aspects of accounting for associates and joint
ventures.

5. Summary of Significant Accounting Policies

Foreign Currency Transactions and Translation

The functional and presentation currency of the Company is the Philippine Peso (B). Transactions in
foreign currencies are initially recorded in the functional currency rate ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at the
functional currency rate of exchange ruling at the end of the reporting period. Nonmonetary items
that are measured in terms of historical cost in a foreign currency are translated using the exchange
rate as at the date of the initial transaction and are not subsequently restated.

Nonmonetary items measured at fair value in a foreign currency are translated using the exchange rate
at the date when the fair value was determined. All foreign exchange differences are taken to profit
or loss, except where it relates to items where gains or losses are recognized directly in other
comprehensive income.

Product Classification

For purposes of complying with the provisions of PFRS 4, the Company classifies its life plans as
insurance contracts. Insurance contracts are defined as those contracts under which the Company
(the insurer) accepts significant insurance risk from another party (the planholders) by agreeing to
compensate the planholders if a specified uncertain future event (the insured event) adversely affects
the planholder.

As a general guideline, the Company defines significant insurance risk by comparing benefits paid
with benefits payable if the insured event did not occur.

Once a contract has been classified as an insurance contract, it remains an insurance contract for the
remainder of its lifetime, even if the insurance risk is reduced significantly during this period, unless
all rights and obligations are extinguished or expired.

As provided under PFRS 4, this product classification exercise is solely for accounting purposes and
does not make the Company an insurance company for statutory or regulatory purposes. The
Company as a pre-need company is under the regulation of the IC.

For financial options and guarantees which are not closely related to the host insurance contract,
bifurcation is required to measure these embedded financial derivatives separately at FVTPL.
Bifurcation is not required if the embedded derivative is itself an insurance contract or when the host
insurance contract itself is measured at FVTPL.
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The surrender options within the life plans issued by the Company are treated as derivative financial
instruments which are closely related to the host contract and therefore not bifurcated. As such, the
Company does not separately measure options to surrender insurance contracts for a fixed amount
(or an amount based on a fixed amount and an interest rate).

As provided under SEC Interpretative Bulletin No. 1, Series of 2008, the reserves for life plans shall
be included in the PNR account in the statement of financial position.

Fair value measurement

The fair value for financial instruments traded in active market at the reporting date is the price that
would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date (i.e., an exit price). The fair value measurement is based
on the presumption that the transaction to sell the asset or transfer the liability takes place either:

¢ in the principal market for the asset or liability, or

¢ in the absence of a principal market, in the most advantageous market for the asset or liability

The principal or the most advantageous market must be accessible to the Company. The Company
measures the fair value of an asset or a liability using the assumptions that market participants would
use when pricing the asset or liability, assuming that market participants act in their economic best
interest. If an asset or a liability measured at fair value has both bid and ask prices, the Company uses
the price within the bid-ask spread, which is the most representative of fair value in the
circumstances. For all other financial instruments not listed in an active market, the fair value is
determined by using appropriate valuation techniques. Valuation techniques include net present
value techniques, comparison to similar instruments for which market observable prices exist and
other relevant valuation models. Any difference noted between the fair value and the transaction
price is treated as expense or income, unless it qualifies for recognition as some type of asset or
liability.

For nonfinancial assets, the Company measures their fair value considering a market participant’s
ability to generate economic benefits by using an asset in its highest and best use or by selling it to
another market participant that would use the asset in its highest and best use.

The Company uses valuation techniques that are appropriate in the circumstances and for which
sufficient data are available to measure fair value, maximizing the use of relevant observable inputs
and minimizing the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are
categorized within the fair value hierarchy, described in Note 26, based on the lowest level input that
is significant to the fair value measurement as a whole.

For assets and liabilities that are recognized in the financial statements on a recurring basis, the
Company determines whether transfers have occurred between levels in the hierarchy by reassessing
categorization (based on the lowest level input that is significant to the fair value measurement as a
whole) at the end of each reporting period.
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Cash and Cash Equivalents

Cash includes cash on hand and in banks. Cash equivalents (including those in the investments in
trust funds and insurance premium fund) are short-term, highly liquid investments that are readily
convertible to known amounts of cash with original maturities of three (3) months or less from the
date of placement and that are subject to an insignificant risk of change in value.

Financial Instruments (including those in the investments in trust funds and insurance premium fund)
Date of recognition

The Company recognizes a financial asset or a financial liability in the statement of financial position
when it becomes a party to the contractual provisions of the instrument. Purchases or sales of
financial assets that require delivery of assets within the time frame established by regulation or
convention in the marketplace are recognized on the settlement date.

Initial recognition of financial instruments

All financial instruments are initially recognized at fair value. Except for financial assets and
financial liabilities at FVTPL, the initial measurement of financial instruments includes transaction
costs.

‘Day 1’ difference

Where the transaction price in a non-active market is different from the fair value from other
observable current market transactions in the same instrument or computed based on valuation
technique whose variables include only data from observable markets, the Company recognizes the
difference between the transaction price and the fair value (a ‘Day 1’ difference) in the statement of
income unless it qualifies for recognition as some other type of asset or liability. In cases where fair
value is determined using data which are not observable from the market, the difference between the
transaction price and the model value is only recognized in the statement of income when the inputs
become observable or when the instrument is derecognized. For each transaction, the Company
determines the appropriate method of recognizing the amount of ‘Day 1’ difference.

Classification and Measurement of Financial Assets

Under PFRS 9, the classification and measurement of financial assets is driven by the entity’s
contractual cash flow characteristics of the financial assets and business model for managing the
financial assets.

Contractual cash flows characteristics

As part of its classification process, the Company assesses the contractual terms of financial assets to
identify whether they meet the ‘solely payments of principal and interest’ (SPPI) test. ‘Principal’ for
the purpose of this test is defined as the fair value of the financial asset at initial recognition and may
change over the life of the financial asset (e.g., if there are repayments of principal or amortization of
the premium or discount).

Business model assessment

The Company determines its business model at the level that best reflects how it manages groups of

financial assets to achieve its business objective. The Company’s business model is not assessed on

an instrument-by-instrument basis, but a higher level of aggregated portfolios and is based on

observable factors such as:

e how the performance of the business model and the financial assets held within that business
model are evaluated and reported to the entity's key management personnel;

o the risks that affect the performance of the business model (and the financial assets held within
that business model) and, in particular, the way those risks are managed; and
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e the expected frequency, value and timing of sales are also important aspects of the Company’s
assessment

The business model assessment is based on reasonably expected scenarios without taking ‘worst case’
or ‘stress-case’ scenarios into account. If cash flows after initial recognition are realized in a way that
is different from the Company’s original expectations, the Company does not change the
classification of the remaining financial assets held in that business model, but incorporates such
information when assessing newly-originated or newly-purchased financial assets going forward.

The Company’s measurement categories are described below:

Investment Securities at Amortized Cost

Financial assets are measured at amortized cost if both of the following conditions are met:

o the asset is held within the Company’s business model whose objective is to hold financial assets
in order to collect contractual cash flows; and

e the contractual terms of the instrument give rise, on specified dates, to cash flows that are SPPI
on the principal amount outstanding.

Financial assets meeting these criteria are measured initially at fair value plus transaction costs. They
are subsequently measured at amortized cost using the effective interest method, less any impairment
in value.

As of December 31, 2023 and 2022, the Company’s investment securities at amortized cost are
presented in the statement of financial position, including those included in the ‘Investments in trust
funds’ and ‘Insurance premium fund’, as ‘Cash and cash equivalents’, Short-term investments,
‘Investment securities at amortized cost’ and ‘Loans and receivables (except advances to suppliers)’.

The Company may irrevocably elect at initial recognition to classify a financial asset that meets the
amortized cost criteria above as at FVTPL if that designation eliminates or significantly reduces an
accounting mismatch had the financial asset been measured at amortized cost.

Financial Assets at FVTPL

Debt instruments that neither meet the amortized cost nor the FVOCI criteria, or that meet the criteria
but the Company has chosen to designate as at FVTPL at initial recognition, are classified as financial
assets at FVTPL.

Equity investments are classified as financial assets at FVTPL, unless the Company designates an
equity investment that is not held for trading as at FVOCI at initial recognition. The Company’s
financial assets at FVTPL include equity securities which are held for trading purposes.

A financial asset is considered as held for trading if:

e it has been acquired principally for the purpose of selling it in the near term;

e on initial recognition, it is part of a portfolio of identified financial instruments that the Company
manages together and has evidence of a recent actual pattern of short-term profit-taking; or,

e itis a derivative that is not designated and effective as a hedging instrument or financial
guarantee.
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Financial assets at FVTPL are measured at fair value. Related transaction costs are recognized
directly as expense in profit or loss. Gains and losses arising from changes (mark-to-market) in the
fair value of the financial assets at FVTPL and gains or losses arising from disposals of these
instruments are included under ‘Trust fund income’ account in the statements of income.

Dividend income is reported in statements of income under ‘Trust fund income’ account when the
right of payment has been established.

Financial Assets at FVOCI - Equity Investments

At initial recognition, the Company can make an irrevocable election (on an instrument-by-instrument
basis) to designate equity investments as at FVOCI; however, such designation is not permitted if the
equity investment is held by the Company for trading.

Financial assets at FVOCI are initially measured at fair value plus transaction costs. Subsequently,
they are measured at fair value, with no deduction for any disposal costs. Gains and losses arising
from changes in fair value are recognized in other comprehensive income and accumulated in ‘Net
unrealized gains (losses) on financial assets at FVOCI’ in the statements of financial position. When
the asset is disposed of, the cumulative gain or loss previously recognized in the Net unrealized fair
value gains (losses) on financial assets at FVOCI account is not reclassified to profit or loss, but is
reclassified directly to ‘Retained earnings’ account or other appropriate equity account. Any
dividends earned on holding these equity instruments are recognized in profit or loss under ‘Trust
fund income’ account.

As of December 31, 2023 and 2022, the Company has no equity securities designated as at FVOCI.

Financial Assets at FVOCI - Debt Investments

The Company applies the new category under PFRS 9 of debt instruments measured at FVOCI when

both of the following conditions are met:

e the instrument is held within a business model, the objective of which is achieved by both
collecting contractual cash flows and selling financial assets, and

e the contractual terms of the financial asset meet the SPPI test.

FVOCI debt instruments are subsequently measured at fair value with gains and losses arising due to
changes in fair value being recognized in OCI. Interest income and foreign exchange gains and
losses are recognized under ‘Trust fund income’ account in profit or loss in the same manner as for
financial assets measured at amortized cost. The ECL calculation for financial assets at FVOCI is
explained in the ‘Impairment of Financial Assets’ section.

On derecognition, cumulative gains or losses previously recognized in OCI are reclassified from OCI
to profit or loss.

The Company can only reclassify financial assets if the objective of its business model for managing
those financial assets changes. Accordingly, the Company is required to reclassify financial assets:
(1) from amortized cost to FVTPL, if the objective of the business model changes so that the
amortized cost criteria are no longer met; and, (ii) from FVTPL to amortized cost, if the objective of
the business model changes so that the amortized cost criteria start to be met and the characteristic of
the instrument’s contractual cash flows meet the amortized cost criteria.

A change in the objective of the Company’s business model will be effected only at the beginning of
the next reporting period following the change in the business model.
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Classification of Financial Instruments between Debt and Equity
A financial instrument is classified as debt if it has a contractual obligation to:
e deliver cash or another financial asset to another entity; or
e cxchange financial assets or financial liabilities with another entity under conditions that are
potentially unfavorable to the Company; or
o satisfy the obligation other than the exchange of a fixed amount of cash or another financial
asset for a fixed number of own equity shares.

If the Company does not have an unconditional right to avoid delivering cash or another financial
asset to settle its contractual obligation, the obligation meets the definition of a financial liability.
The components of issued financial instruments that contain both liability and equity elements are
accounted for separately, with the equity component being assigned the residual amount after
deducting from the instrument as a whole the amount separately determined as the fair value of the
liability component on the date of issue.

Reclassifications of financial instruments

The Company reclassifies its financial assets when, and only when, there is a change in the business
model for managing the financial assets. Reclassifications shall be applied prospectively by the
Company and any previously recognized gains, losses or interest shall not be restated. The Company
does not reclassify its financial liabilities.

The Company is required to reclassify the following financial assets:

e from amortized cost to FVTPL if the objective of the business model changes so that the
amortized cost criteria are no longer met; and

e from FVTPL to amortized cost if the objective of the business model changes so that the
amortized cost criteria start to be met and the instrument’s contractual cash flows meet the
amortized cost criteria.; and

e from FVOCI to amortized cost if the objective of the business model changes so that the fair
value criteria are no longer met but the amortized cost criteria is still met and the instrument’s
contractual cash flows meet the amortized cost criteria.

Offsetting of Financial Instruments

Financial assets and financial liabilities are offset and the net amount is reported in the statement of
financial position if there is a currently enforceable legal right to set off the recognized amounts and
there is intention to settle on a net basis, or to realize the asset and settle the liability simultaneously.
The Company assesses that it has a currently enforceable right of offset if the right is not contingent
on a future event and is legally enforceable in the normal course of business, event of default, and
event of insolvency or bankruptcy of the Company and all of the counterparties.

Derecognition of Financial Assets and Liabilities

Financial asset

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar
financial assets) is derecognized where:

o the rights to receive cash flows from the asset have expired;

e the Company retains the right to receive cash flows from the asset, but has assumed an
obligation to pay them in full without material delay to a third party under a ‘pass-through’
arrangement; or

e the Company has transferred its rights to receive cash flows from the asset and either: (a) has
transferred substantially all the risks and rewards of the asset; or (b) has neither transferred
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nor retained substantially all the risks and rewards of the asset but has transferred control of
the asset.

Where the Company has transferred its right to receive cash flows from an asset and has neither
transferred nor retained substantially all the risks and rewards of the asset nor transferred control of
the asset, the asset is recognized to the extent of the Company’s continuing involvement in the asset.
Continuing involvement that takes the form of a guarantee over the transferred asset is measured at
the lower of the original carrying amount of the asset and the maximum amount of consideration that
the Company could be required to repay.

Financial liability

A financial liability is derecognized when the obligation under the liability is discharged or cancelled,
or has expired. Where an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified, such an
exchange or modification is treated as a derecognition of the original liability and the recognition of a
new liability, and the difference in the respective carrying amounts is recognized in statement of
income.

Impairment of Financial Assets

The Company records the allowance for expected credit losses (ECL) for all loans and receivables
and other debt financial assets not held at FVTPL, all referred to as ‘financial instruments’. Equity
instruments are not subject to impairment under PFRS 9.

ECL represents credit losses that reflect an unbiased and probability-weighted amount which is
determined by evaluating a range of possible outcomes, the time value of money and reasonable and
supportable information about past events, current conditions, and forecasts of future economic
conditions. ECL allowances will be measured at amounts equal to either (i) 12-month ECL or

(i1) lifetime ECL for those financial instruments which have experienced a significant increase in
credit risk (SICR) since initial recognition (General Approach). The 12-month ECL is the portion of
lifetime ECL that results from default events on a financial instrument that are possible within the

12 months after the reporting date. Lifetime ECL are credit losses that result from all possible default
events over the expected life of a financial instrument.

Staging assessment

For non-credit-impaired financial instruments:

e Stage 1 is comprised of all financial instruments which have not experienced a SICR since initial
recognition or is considered of low credit risk as of the reporting date. The criteria for
determining whether an account should be assessed under Stage 1 are as follows: (i) past due up
to 30 days; (ii) no significant increase in the probability of default. The Company recognizes a
12-month ECL for Stage 1 financial instruments.

e Stage 2 is comprised of all financial instruments which have experienced a SICR since initial
recognition. A SICR is generally deemed present in accounts with: (i) more than 30 days up to
90 days past due, or (ii) with significant increase in PD. The Company recognizes a lifetime ECL
for Stage 2 financial instruments.

For credit-impaired financial instruments:

e Stage 3 is comprised of all financial assets that have objective evidence of impairment as a result
of one or more loss events that have occurred after initial recognition with a negative impact on
the estimated future cash flows of a loan or portfolio of loans. The Company recognizes a
lifetime ECL for Stage 3 financial instruments.
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Definition of ‘default’

The Company classifies a financial instrument as in default when it is credit impaired or becomes past
due on its contractual payments for more than 90 days. As part of a qualitative assessment of whether
a customer is in default, the Company considers a variety of instances that may indicate unlikeliness
to pay. When such events occur, the Company carefully considers whether the event should result in
treating the customer as defaulted. An instrument is considered to be no longer in default (i.e.
restored) if there is sufficient evidence to support that full collection is probable and payments are
received for at least six months.

Significant increase in credit risk

To determine whether there has been a significant increase in credit risk in the financial assets, the
Company compares credit risk at initial reporting date against credit risk as at the reporting date. The
Company uses judgment combined with relevant reasonable and supportable historical and
forward-looking information which are available without undue cost and effort in calculating ECL.

The Company assumes that instruments with an external rating of ‘investment grade’ from published
data providers or other reputable agencies and maturities of less than 1 year at reporting date are low
credit risk financial instruments and accordingly, does not have SICR since initial recognition.

For financial assets with a downgrade of two notches for investment grade and one notch for
non-investment grade security indicates SICR since origination. The Company also presumes a SICR
for receivables that are past due for 30 days. Consideration of events which caused the downgrade is
relevant. Evaluation should also include historical and forward-looking information.

ECL parameters and methodologies

ECL is a function of the probability of default (PD), loss given default (LGD) and exposure at default
(EAD), with the timing of the loss also considered, and is estimated by incorporating forward-looking
economic information and through the use of experienced credit judgment.

The PD is an estimate of the likelihood of default over a 12-month horizon for Stage 1 or lifetime
horizon for Stage 2. The PD for each individual instrument is modelled based on historic data and is
estimated based on current market conditions and reasonable and supportable information about
future economic conditions. The Company segmented its credit exposures based on homogenous risk
characteristics and developed a corresponding PD methodology for each portfolio. The PD
methodology for each relevant portfolio is determined based on the underlying nature or
characteristic of the portfolio, behavior of the accounts and materiality of the segment as compared to
the total portfolio.

LGD is an estimate of the loss arising on default. It is based on the difference between the
contractual cash flows due and those that the lender would expect to receive, including from any
collateral. EAD is an estimate of the exposure at a future default date, taking into account expected
changes in the exposure after the reporting date, including repayments of principal and interest, and
expected drawdowns on committed facilities.

Forward-looking information

The Company incorporates forward-looking information into both its assessment of whether the
credit risk of an instrument has increased significantly since its initial recognition and its
measurement of ECL. A broad range of forward-looking information are considered as economic
inputs, such as GDP growth, exchange rate, interest rate, inflation rate and other economic indicators.
The inputs and models used for calculating ECL may not always capture all characteristics of the
market at the date of the financial statements. To reflect this, qualitative adjustments or overlays are
occasionally made as temporary adjustments when such differences are significantly material.
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Write-offs
Financial assets are written off either partially or in their entirety only when the Company has no
other reasonable expectation of recovering the contractual cash flow.

Prepayments
Prepaid expenses pertain to resources controlled by the Company as a result of past events and from

which future economic benefits are expected to flow to the Company. Prepayments are carried at
cost and are amortized on a straight-line basis, over the period of intended usage, which is equal to or
less than 12 months or within the normal operating cycle.

Prepaid Consultancy Fee

Prepaid consultancy fee is initially recognized by the Company at contract price, including additional
taxes related to the agreement. Subsequently, the amount is amortized over the term of the
agreement.

Creditable Withholding Taxes (CWT)

Creditable withholding taxes pertain to the taxes paid by the Company withheld by its counterparty
for the payment of its expenses and other purchases. These CWTs are initially recorded at cost as an
asset under ‘Other assets’ account. At each end of the tax reporting deadline, these CWTs may either
be offset against future income tax payable or be claimed as a refund from the taxation authorities at
the option of the Company. Ifthese CWTs are claimed as a refund, these will be recorded as a
receivable under ‘Loans and receivables’ account. At each end of the reporting period, an assessment
for impairment is performed as to the recoverability of these CWTs.

Input value-added tax (VAT)
This pertains to the 12% indirect tax paid by the Company in the course of its trade or business on
local purchase of goods and services.

Investment Property (including those held in trust funds and insurance premium fund)

Property held for long-term rental yields or for capital appreciation or for both, is classified as
investment property. These properties are initially measured at cost, which includes transaction costs,
but excludes day-to-day servicing costs. Replacement costs are capitalized if it is probable that future
economic benefits associated with the item will flow to the entity and the cost of the item can be
reliably measured.

Investment properties are stated at fair value, which reflects the prevailing market conditions at the
statement of income date. Gains or losses resulting from changes in the fair values of investment
properties from those held in trust funds and insurance premium fund are recognized in the statement
of income under ‘Trust fund income’ and ‘Interest and other income’, respectively, in the period in
which they arise.

Transfers are made to investment property when, and only when, there is a change in use, evidenced
by ending of owner occupation, commencement of an operating lease to another party or ending of
construction or development.

Transfers are made from investment property when, and only when, there is a change in use,
evidenced by commencement of owner occupation or commencement of development with a view to
sale.

Investment property is derecognized when it has been disposed of or when permanently withdrawn

from use and no future benefit is expected from its disposal. Any gain or loss on the retirement or
disposal of investment properties is recognized in statement of income in the year of derecognition.
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Property and Equipment
Property and equipment are stated at cost less accumulated depreciation and amortization and
accumulated impairment in value, if any.

The initial cost of an item of property and equipment comprises its purchase price and/or
development cost, including any directly attributable costs of bringing the asset to its working
condition and location for its intended use. Subsequent costs are included in the asset’s carrying
amount or recognized as a separate asset, as appropriate, only when it is probable that the future
economic benefits associated with the item will flow to the Company and the cost of the item can be
reliably measured. All other repairs and maintenance are charged to statement of income during the
period in which these are incurred.

Depreciation and amortization are computed on a straight-line basis over the estimated useful life
(EUL) of the individual significant components of property and equipment, or the term of the lease,
whichever is shorter, for leasehold improvements, as follows:

Years
Office condominium 20
Transportation equipment 3-5
Fumiture, fixtures and equipment 3-5
Leasehold improvements 3-5
System software 3

The assets’ residual values, EUL and depreciation and amortization method are reviewed periodically
to ensure that the residual values, period and method of depreciation and amortization are consistent
with the expected pattern of economic benefits from items of property and equipment.

An item of property and equipment is derecognized upon disposal or when no further future
economic benefits are expected from its use or disposal. Any gain or loss arising on derecognition of
the asset (calculated as the difference between the net disposal proceeds and the book value of the
asset) is included in statement of income in the year the asset is derecognized.

The Company classifies right-of-use assets as part of property and equipment. The Company
recognizes right-of-use assets at the commencement date of the lease (i.e., the date the underlying
asset is available for use). Right-of-use assets are initially measured at cost, less any accumulated
depreciation and impairment losses, and adjusted for any remeasurement of lease liabilities. The
initial cost of right-of-use assets includes the amount of lease liabilities recognized, initial direct costs
incurred, lease payments made at or before the commencement date less any lease incentives received
and estimate of costs to be incurred by the lessee in dismantling and removing the underlying asset,
restoring the site on which it is located or restoring the underlying asset to the condition required by
the terms and conditions of the lease, unless those costs are incurred to produce inventories. Unless
the Company is reasonably certain to obtain ownership of the leased asset at the end of the lease term,
the recognized right-of-use assets are depreciated on a straight-line basis over the shorter of their
estimated useful life and lease term. Right-of-use assets are subject to impairment. Refer to the
accounting policies section in impairment of nonfinancial assets._In 2020, the Company terminated all
existing lease contract as lessee and closed all the branches nationwide last June 5, 2020.
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Service assets - memorial lots (including those held in trust funds)
Service assets - memorial lots are memorial lots to be sold and bundled with life and pension products
with the intention of reducing its liabilities in the future when the benefits are claimed.

Based on the IC letter dated November 6, 2015, service assets - memorial lots bundled with life and
pension products constitute neither equity nor debt securities. The cost of memorial lots is initially
valued at acquisition cost at the time of purchase. Subsequently, the same is valued at fair value
through profit or loss at the end of the applicable financial reporting period. The fair market value of
the unsold memorial lots is determined by an independent licensed appraiser accredited by Bangko
Sentral ng Pilipinas (BSP) and/or SEC. Any cost incurred in the execution of the funeral service
packaged with a memorial lot shall be determined and recognized in the books of the trust fund.
However, for its service assets - memorial lots sold on an installment basis, these lots should be
measured subsequently at the contract price agreed upon execution of the deed of sale.

The fair value changes are reflected under ‘Increase (decrease) in fair value of service assets -
memorial lots’ account and ‘Trust fund income’ account in the statements of income for service
assets outside trust fund and for service assets held under trust funds, respectively.

Inventories - memorial lots

Inventories are initially measured at acquisition cost at the time of transfer and are available for
individual/retail sale. They are subsequently valued at lower of cost or net realizable value (NRV).
NRV is the estimated selling price in the ordinary course of business, less the estimated costs of
completion, marketing and distribution. Cost is determined using the weighted average cost formula
method.

Investment in a Subsidiary

Investment in a subsidiary is accounted for using the cost method in the Company’s financial
statements. A subsidiary is an entity, including an unincorporated entity such as a partnership that is
controlled by another entity (known as the parent).

The Company controls an entity when it is exposed to, or has rights to, variable returns from its
involvement with the entity and has the ability to affect those returns through its power to direct the
relevant activities of the entity.

The investment in subsidiary is carried in the statement of financial position at cost less any
impairment in value. The Company recognizes income from the investment only to the extent that
the Company receives distributions from accumulated profits of the investee arising after the date of
acquisition. Distributions received in excess of such profits are regarded as recovery of investment
and are recognized as a reduction of the cost of the investment.

Impairment of Nonfinancial Assets
This accounting policy applies primarily to the Company’s investment in subsidiary, and property and
equipment.

At each end of the reporting period, the Company assesses whether there is any indication that its
nonfinancial assets may be impaired. When an indicator of impairment exists or when an annual
impairment testing for an asset is required, the Company makes a formal estimate of recoverable
amount. Recoverable amount is the higher of an asset’s or cash generating unit (CGU)’s fair value
less costs to sell and its value in use and is determined for an individual asset, unless the asset does
not generate cash inflows that are largely independent of those from other assets or groups of assets,
in which case the recoverable amount is assessed as part of the CGU to which it belongs.
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Where the carrying amount of an asset (or CGU) exceeds its recoverable amount, the asset (or CGU)
is considered impaired and is written down to its recoverable amount. In assessing value in use, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset

(or CGU). An impairment loss is charged to operations in the year in which it arises, unless the asset
is carried at a revalued amount, in which case the impairment loss is charged to the revaluation
increment of the said asset.

For nonfinancial assets excluding goodwill, an assessment is made at each reporting date as to
whether there is any indication that previously recognized impairment losses may no longer exist or
may have decreased. If such indication exists, the recoverable amount is estimated. A previously
recognized impairment loss is reversed only if there has been a change in the estimates used to
determine the asset’s recoverable amount since the last impairment loss was recognized. If that is the
case, the carrying amount of the asset is increased to its recoverable amount. That increased amount
cannot exceed the carrying amount that would have been determined, net of depreciation and
amortization, had no impairment loss been recognized for the asset in prior years.

Such reversal is recognized in statement of income unless the asset is carried at a revalued amount, in
which case the reversal is treated as a revaluation increase. After such a reversal, the depreciation and
amortization expense are adjusted in future years to allocate the asset’s revised carrying amount, less
any residual value, on a systematic basis over its remaining life.

Accrued Expenses and Other Liabilities

Accrued expenses and other liabilities are recognized when due and measured on initial recognition at
the fair value of the consideration received. Subsequent to initial recognition, they are measured at
amortized cost using the effective interest method.

Contract Liabilities

Contract liabilities are obligations to transfer goods or services to a customer from which the
Company has received consideration. If a customer pays consideration before the Company transfers
goods or services to the customer, a contract liability is recognized when the payment is made or the
payment is due, whichever is earlier. Contract liabilities are recognized as revenue when the
Company performs under the contract.

Leases

The Company determines at contract inception whether a contract is, or contains, a lease by assessing
whether the contract conveys the right to control the use of an identified asset for a period of time in
exchange for consideration.

Company as a lessor

Finance leases, where the Company transfers substantially all the risks and benefits incidental to
ownership of the leased item to the lessee, are included in the statement of financial position under
‘Loans and receivables’ account. A lease receivable is recognized at an amount equal to the net
investment in the lease. All income resulting from the receivables is included in ‘Interest and other
income’ in the statement of income.

Leases where the Company does not transfer substantially all the risks and benefits of ownership of

the assets are classified as operating leases. Initial direct costs incurred in negotiating operating
leases are added to the carrying amount of the leased asset and recognized over the lease term on the
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same basis as the rental income. Contingent rents are recognized as revenue in the year in which they
are earned.

Company as a lessee

The Company applies a single recognition and measurement approach for all leases, except for short-
term leases and leases of low-value assets. The Company recognizes right-of-use assets representing
the right to use the underlying assets and lease liabilities to make lease payments.

Refer to the accounting policy for property and equipment for the recognition and subsequent
measurement of right-of-use assets.

Lease liabilities

At the commencement date of the lease, the Company recognizes lease liabilities measured at the
present value of lease payments to be made over the lease term. The lease payments include fixed
payments (including in-substance fixed payments) less any lease incentives receivable, variable lease
payments that depend on an index or a rate, and amounts expected to be paid under residual value
guarantees. The lease payments also include the exercise price of a purchase option reasonably
certain to be exercised by the Company and payments of penalties for terminating a lease, if the lease
term reflects the Company exercising the option to terminate. The variable lease payments that do
not depend on an index or a rate are recognized as expense in the period on which the event or
condition that triggers the payment occurs.

In calculating the present value of lease payments, the Company uses the incremental borrowing rate
at the lease commencement date if the interest rate implicit in the lease is not readily determinable.
After the commencement date, the amount of lease liabilities is increased to reflect the accretion of
interest and reduced for the lease payments made. In addition, the carrying amount of lease liabilities
is remeasured if there is a modification, a change in the lease term, a change in the in-substance fixed
lease payments or a change in the assessment to purchase the underlying asset. Lease liabilities are
presented under ‘Accrued expenses and other liabilities’ in the statement of financial position.

Short-term leases and leases of low-value assets

The Company applies the short-term lease recognition exemption to its leases that have a lease term of
twelve (12) months or less from the commencement date and do not contain a purchase option, and low-
value assets recognition exemption to its leases of office equipment that are considered of low value
(i.e., below £250,000). Lease payments on short-term leases and leases of low-value assets are
recognized as rent expense under ‘General and administrative expense’ on a straight-line basis over the
lease term.

Provisions

Provisions are recognized when the Company has a present obligation (legal or constructive) as a
result of a past event, it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation, and a reliable estimate can be made of the amount of the obligation.
Where the Company expects some or all of a provision to be reimbursed, for example under an
insurance contract, the reimbursement is recognized as a separate asset but only when the
reimbursement is virtually certain and the expense relating to any provision is presented in statement
of income net of any reimbursement.

If the effect of the time value of money is material, provisions are determined by discounting the
expected future cash flows at a pre-tax rate that reflects current market assessments of the time value
of money and where appropriate, the risks specific to the liability. Where discounting is used, the
increase in the provision due to the passage of time is recognized as a borrowing cost.



-37-

Pre-Need Reserves for Education and Pension Plans
PNR for education and pension plans are calculated on the basis of the methodology and assumptions
set out in the Amended Pre-need Rule 31, as follows:

e The amount of provision is the present value of the funding expected to be required to settle the
obligation with due consideration of the different probabilities as follows:

On Currently-Being-Paid Plans

i.  Provision for termination values applying the inactivity and surrender rate experience of the
Company; and

ii. For the portion of currently-being-paid plans that will reach full payment, applying the full
payment experience of the Company, the liability is equivalent to the present value of future
maturity benefits reduced by the present value of future trust fund contributions required per
Product Model discounted at the approved hurdle rate per Product Model of the Company.

On Lapsed Plans within the Allowable Reinstatement Period
i.  Provision for termination values applying the reinstatement experience of the Company.
On Fully Paid Plans

i.  For those due for payment within the next five (5) years, the reserve is the present value of
future maturity benefits discounted at the attainable rate, as determined and certified by the
Company’s trustee using industry best practices and principles which shall be indicated in
such certification; and

ii. For those not yet due for payment within the next five (5) years, the reserve is the present
value of future maturity benefits discounted at the approved hurdle rate per Product Model of
the Company.

o The lapse and surrender rate assumptions are based on the Company’s experience validated
through the periodic studies from 2010 to 2012. The reinstatement rate assumptions are based on
the Company’s experience validated through the periodic studies from 2004 to 2007.

The computation of the foregoing assumptions has been validated by the internal qualified
actuary of the Company.

e Based on Company’s experience, the probability of pre-termination or surrender of fully paid
plans ranged from 7.00% to 13.00% in 2016 until 2020 and therefore considered significant for
some products. The derecognition of liability shall be recorded at pre-termination date.

In 2023 and 2022, the Company used 5.75% as discount rate for all approved plans.

The above rates followed the IC Circular Letter 23-2012 which sets the guidelines for the discount
rate to be used in the valuation of PNR as disclosed in Note 3.
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PNR for Life Plans

PNR for life plans are computed using the net level premium reserving method based on a
prospective approach, and is in accordance with the Guidelines and Standards of the Actuarial
Society of the Philippines.

The actuarial assumptions used in the valuation of reserves (e.g., interest rate, inflation rate,
withdrawal rate, availment rate and other pertinent assumptions) are based on the provisions of SEC
Circular No. 6 and subsequent SEC memos on its implementation. In valuing PNR, the Company
used a discount rate of 5.75% for all approved plans in 2023 and 2022.

The Company uses lapsation and surrender rates which are based on its actual experience validated
through the periodic studies from 2010 to 2012. For fully paid plans, the Company uses surrender
decrement rates based on experience, as allowed by the IC.

Insurance Premium Reserves

For insurance benefits purchased by the Company, IPR (which represents the cost of purchasing such
benefits after the installment payment period) are also set up as additional liabilities of the Company.
The total additional liabilities relating to IPR after the installment payment period is included in the
‘Other reserves’ account in the statement of financial position.

Defined Benefit Plan

The net defined benefit liability or asset is the aggregate of the present value of the defined benefit
obligation at the end of the reporting period reduced by the fair value of plan assets (if any), adjusted
for any effect of limiting a net defined benefit asset to the asset ceiling. The asset ceiling is the
present value of any economic benefits available in the form of refunds from the plan or reductions in
future contributions to the plan.

The cost of providing benefits under the defined benefit plans is actuarially determined using the
projected unit credit method.

Defined benefit costs comprise the following:

e Service cost

e Net interest on the net defined benefit liability or asset
e Remeasurements of net defined benefit liability or asset

Service costs which include current service costs, past service costs and gains or losses on
non-routine settlements are recognized as expense in profit or loss. Past service costs are recognized
when plan amendment or curtailment occurs. These amounts are calculated periodically by
independent qualified actuaries.

Net interest on the net defined benefit liability or asset is the change during the period in the net
defined benefit liability or asset that arises from the passage of time which is determined by applying
the discount rate based on government bonds to the net defined benefit liability or asset.

Net interest on the net defined benefit liability or asset is recognized as expense or income in the
statement of income.

Remeasurements comprising actuarial gains and losses, return on plan assets and any change in the
effect of the asset ceiling (excluding net interest on defined benefit liability) are recognized
immediately in other comprehensive income in the period in which they arise. Remeasurements are
not reclassified to profit or loss in subsequent periods.
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Plan assets are assets that are held by a long-term employee benefit fund or qualifying insurance
policies. Plan assets are not available to the creditors of the Company, nor can they be paid directly
to the Company. Fair value of plan assets is based on market price information. When no market
price is available, the fair value of plan assets is estimated by discounting expected future cash flows
using a discount rate that reflects both the risk associated with the plan assets and the maturity or
expected disposal date of those assets (or, if they have no maturity, the expected period until the
settlement of the related obligations). If the fair value of the plan assets is higher than the present
value of the defined benefit obligation, the measurement of the resulting defined benefit asset is
limited to the present value of economic benefits available in the form of refunds from the plan or
reductions in future contributions to the plan.

The Company’s right to be reimbursed of some or all of the expenditure required to settle a defined
benefit obligation is recognized as a separate asset at fair value when and only when reimbursement is
virtually certain.

Termination benefit

Termination benefits are employee benefits provided in exchange for the termination of an
employee’s employment as a result of either an entity’s decision to terminate an employee’s
employment before the normal retirement date or an employee’s decision to accept an offer of
benefits in exchange for the termination of employment.

A liability and expense for a termination benefit is recognized at the earlier of when the entity can no
longer withdraw the offer of those benefits and when the entity recognizes related restructuring costs.
Initial recognition and subsequent changes to termination benefits are measured in accordance with
the nature of the employee benefit, as either post-employment benefits, short-term employee benefits,
or other long-term employee benefits.

Employee leave entitlement

Employee entitlements to annual leave are recognized as a liability when they are accrued to the
employees. The undiscounted liability for leave expected to be settled wholly before twelve months
after the end of the annual reporting period is recognized for services rendered by employees up to
the end of the reporting period.

Equity

Capital stock is measured at par value for all shares issued. When the Company issues shares in
excess of par, the excess is recognized as additional paid-in capital (APIC). Incremental costs
incurred directly attributable to the issuance of new shares are treated as deduction from APIC.

Retained earnings represents the cumulative balance of periodic net income or loss, prior period
adjustments, effect of changes in accounting policies in accordance with PAS 8, Accounting Policies,
Changes in Accounting Estimates and Errors, and other capital adjustment, net of any dividend
declaration.

Unrestricted retained earnings represent that portion which is free and can be declared as dividends to
stockholders.

Restricted retained earnings represent that portion which has been restricted and, therefore, is not
available for any dividend declaration. This includes accumulated trust fund income restricted to
payments of benefits to plan holders and such related payments as allowed under the Pre-need Rules.
Reversal of appropriation pertains to benefit payments to plan holders during the year.



-40 -

The other comprehensive income recorded under equity in the statement of financial position

includes:

e Unrealized gains (losses) on financial assets at FVOCI — comprise of cumulative changes in fair
value of financial assets at FVOCI

e Remeasurement gains (losses) on defined benefit plan - pertain to the remeasurement comprising
actuarial gains or losses on the present value of the defined benefit obligation, net of return on
plan assets

Revenue Recognition
Revenue is recognized at an amount that reflects the consideration to which an entity expects to be
entitled in exchange for transferring goods or services to a customer.

The Company follows a five-step model to account for revenue arising from the contracts with
customers. The five-step model follows:

Identify the contract(s) with customer

Identify the performance obligations in the contract

Determine the transaction price

Allocate the transaction price to the performance obligation

Recognize revenue when (or as) the entity satisfies a performance obligation

a0 o

The Company exercises judgment, taking into consideration all of the relevant facts and
circumstances when applying each step of the model to contracts with their customers.

The Company assesses its revenue arrangements against specific criteria in order to determine if it is
acting as principal or agent. The Company has concluded that it is acting as a principal in all of its
revenue arrangements.

The following specific recognition criteria must be met before revenue is recognized within the scope
of PFRS 15:

Sale of memorial lots

Revenue is recognized at a point when control of the memorial lots has been transferred to the buyer,
which is generally upon transfer of legal title. However, in certain circumstances, right of use or
control over the property is ceded to the customer upon full payment of the total consideration, even
in the absence of a certificate of title.

Advance payment from customers upon which control over the memorial lots has not been transferred
by the Company is initially recognized as contract liabilities under ‘Accrued expenses and other
liabilities’ in the statement of financial position. These are subsequently derecognized when control
is transferred to the customer.

Service fee, loading income, surcharge and amendment fees
Planholders are charged for plan administration services, surrenders and other contract fees. These

fees and charges are recognized as revenue in the period in which the related services are performed.

Miscellaneous income
Miscellaneous income is recognized in the statement of income when earned.
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The following are revenue streams of the Company, which are covered by accounting standards other
than PFRS 15:

Premiums revenue
Premiums from sale of pre-need plans are recognized as earned when collected.

Trust fund income

Income generated by the trust funds is included in the ‘Investments in trust funds’ account under the
assets section of the statement of financial position and credited to trust fund income. This income is
restricted to payments as enumerated in Note 10. This includes the following accounts:

e Dividend income
The Company recognizes dividend income when the Company’s right to receive payment is
established.

o Trading and investment securities gains - net
The Company recognizes net trading and investment securities gains arising from the results of
trading activities, all gains and losses from changes in fair value of financial assets at FVTPL,
and gains and losses from disposal of debt securities at FVOCI.

e Rental income
The Company accounts for rental income arising on leased properties on a straight-line basis over
the lease terms of ongoing leases.

o Fair value gain on investment properties and service assets - memorial lots
This pertains to changes in fair value of investment properties and service assets - memorial lots
held in trust funds.

Income from service assets - memorial lots
This includes income from sale and changes in fair value of service assets - memorial lots not held in
trust funds.

Interest income

For all financial instruments measured at amortized cost and interest-bearing financial instruments
classified as financial assets at FVOCI, interest income is recorded at the effective interest rate, which
is the rate that exactly discounts estimated future cash receipts through the expected life of the
financial instrument or a shorter period, where appropriate, to the net carrying amount of the financial
asset. The calculation takes into account all contractual terms of the financial instrument (for
example, prepayment options), including any fees or incremental costs that are directly attributable to
the instrument and are an integral part of the effective interest rate, but not future credit losses.

The adjusted carrying amount is calculated based on the original effective interest rate. The change in
carrying amount is recorded as interest income.

When a financial asset becomes credit-impaired and is, therefore, regarded as Stage 3, the Company
calculates interest income by applying the EIR to the net amortized cost of the financial asset. If the
financial asset cures and is no longer credit-impaired, the Company reverts to calculating interest
income on a gross basis.

Costs of Contracts [ssued
Changes in PNR (including trust fund contributions) and other reserves are recognized as expense
during the year. Documentary stamp taxes and SEC registration fees are expensed as incurred.
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Plan Benefits Expense

Plan benefits expense pertains to benefits availed of by the planholders/beneficiaries that include
memorial services on life plans, maturities and termination benefits, except benefits paid from
insurance coverage. Plan benefits expense is recognized upon maturity of the related plan.

Commissions
Commissions are due and payable whenever there are collections on pre-need plans that are credited
to premium income. These are paid only to licensed active agents of the Company.

Rates of commission vary depending on the product sold and mode of payment, in accordance with
the product design as approved by IC.

Cost of sale of memorial lots
Cost of sale of memorial lots is recognized in the statement of income in the year these are incurred.

General and Administrative Expenses
General and administrative expenses constitute costs of administering the business and are recognized
as expenses when incurred.

Income Tax

Income tax on profit and loss for the year comprises current and deferred tax. Income tax is
determined in accordance with tax laws and is recognized in the statement of income, except to the
extent that it relates to items directly recognized in OCI.

Current tax

Current tax assets and liabilities for the current and prior periods are measured at the amount expected
to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to compute
the amount are those that are enacted or substantively enacted at the reporting date. Management
periodically evaluates positions taken in the tax returns with respect to situations in which applicable
tax regulations are subject to interpretations and establishes provisions where appropriate.

Deferred tax

Deferred tax is provided, using the balance sheet liability method, on all temporary differences at the
reporting date between the tax bases of assets and liabilities and their carrying amounts for financial
reporting purposes.

Deferred tax assets are recognized for all deductible temporary differences to the extent that it is

probable that taxable profit will be available against which the deductible temporary differences can

be utilized, except:

e where the deferred tax asset relating to the deductible temporary differences arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and,

e at the time of the transaction, affects neither the accounting profit nor taxable profit or loss; and

e in respect of deductible temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, deferred tax assets are recognized only to the extent that
it is probable that the temporary differences will reverse in the foreseeable future and taxable
profit will be available against which the temporary differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the
extent that it is no longer probable that sufficient future taxable profit will be available to allow all or
part of the deferred tax assets to be utilized. Unrecognized deferred tax assets are reassessed at each
reporting date and are recognized to the extent that it has become probable that future taxable profit
will allow all or part of the deferred tax assets to be recovered.
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Deferred tax liabilities are recognized for all taxable temporary differences, except:

e where the deferred tax liability arises from the initial recognition of goodwill or of an asset or
liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss; and

e inrespect of taxable temporary differences associated with investments in subsidiaries, associates
and interests in joint ventures, where the timing of the reversal of the temporary differences can
be controlled and it is probable that the temporary differences will not reverse in the foreseeable
future.

Deferred tax assets and liabilities are measured at the tax rate that is expected to apply to the period
when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been
enacted or substantively enacted at the reporting date. Movements in the deferred tax assets and
liabilities are charged or credited to income for the year.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set off
current tax assets against current tax liabilities and the deferred income taxes relate to the same
taxable entity and the same taxation authority.

Contingencies
Contingent liabilities are not recognized in the financial statements. These are disclosed unless the

possibility of an outflow of resources embodying economic benefits is remote. Contingent assets are
not recognized in the financial statements but disclosed when an inflow of economic benefit is
probable.

Events after the Reporting Date

The financial statements are adjusted to reflect events that occurred between the end of the reporting
period and the date when the financial statements are authorized for issue, provided they give
evidence of conditions that existed at the end of the reporting period. Events that are indicative of
condition that arose after the reporting date are disclosed, but do not result in an adjustment of the
financial statements themselves.

Significant Accounting Judgments and Estimates

The preparation of the financial statements in accordance with Philippine GAAP for pre-need
companies requires the Company to make judgments, estimates and assumptions that affect the
reported amounts of assets, liabilities, income and expenses and disclosure of contingent assets and
contingent liabilities. Future events may occur which will cause the assumptions used in arriving at
the estimates to change. The effects of changes in estimates are reflected in the financial statements
as they become reasonably determinable.

Although judgments, estimates and assumptions are continually evaluated and are based on historical
experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances, the actual outcome may differ from these estimates, possibly
significantly in future periods when changes occur.

Judgments
(a) Going concern assessment

The management of the Company has made an assessment of the Company’s ability to continue
as a going concern and is satisfied that the Company has the resources to continue in business for
the foreseeable future.
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Product classification

Insurance contracts are those contracts where the Company (the insurer) has accepted significant
insurance risk from another party (the planholders) by agreeing to compensate the planholders if
a specified uncertain future event (the insured event) adversely affects the planholders. As a
general guideline, the Company determines whether it has significant insurance risk, by
comparing benefits paid with benefits payable if the insured event did not occur. Insurance
contracts can also transfer financial risk.

The Company has determined that the life plans it issues have significant insurance risk and
therefore meets the definition of an insurance contract.

Evaluation of business model in managing financial instruments

The Company developed business models which reflect how it manages its portfolio of financial
instruments. The Company’s business models need not be assessed at entity level or as a whole
but applied at the level of a portfolio of financial instruments (i.e., group of financial instruments
that are managed together by the Company) and not on an instrument-by-instrument basis

(i.e., not based on intention or specific characteristics of individual financial instrument).

In determining the classification of a financial instrument, the Company evaluates in which
business model a financial instrument or a portfolio of financial instruments belong to taking into
consideration the objectives of each business model established by the Company, various risks
and key performance indicators being reviewed and monitored by responsible officers, as well as
the manner of compensation for them.

The Company’s Board of Directors (BOD) approved its documentation of business models which
contains broad categories of business models. The Company’s classification of financial assets
now consists of amortized cost, FVOCI and FVTPL.

In addition, PFRS 9 emphasizes that if more than an infrequent and more than an insignificant
sale is made out of a portfolio of financial assets carried at amortized cost, an entity should assess
whether and how such sales are consistent with the objective of collecting contractual cash flows.
In making this judgment, the Company considers certain circumstances documented in its
business model manual to assess that an increase in the frequency or value of sales of financial
instruments in a particular period is not necessarily inconsistent with a held-to-collect business
model if the Company can explain the reasons for those sales and why those sales do not reflect a
change in the Company’s objective for the business model.

Revenue recognition

The Company recognizes revenue when it satisfies an identified performance obligation by
transferring a promised good or service to a customer. With respect to the sale of service assets -
memorial lots, the Company determined that that there is one performance obligation in each of
these contracts.

The Company has evaluated the timing of revenue recognition on the sale of property based on a
careful analysis of the rights and obligations under the terms of the contract. The Company has
concluded that contracts relating to the sale of service assets - memorial lots are recognized at a
point in time when control transfers. Control is generally expected to transfer to the customer
together with the certificate of title. However, in certain circumstances, right of use or control
over the property is ceded to the customer upon full payment of the total consideration, even in
the absence of certificate of title.
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Estimates

(a) Pre-need Reserves (PNR) and Other Benefit Reserves (OBR)
PNR is set up for all pre-need benefits guaranteed and payable by the Company as defined in the
pre-need plan contracts. The Company is guided by the Amended Pre-Need Rule 31 and IC
Circular Letter 23-2012 in the calculation of the PNR for education and pension plans, and by SEC
Circular No. 6 and subsequent SEC memoranda in the calculation of the PNR for life plans.

As of December 31, 2023 and 2022, based on the actuarial valuation report, the principal
assumptions used in determining the PNR of the Company are shown below. Starting 2013, the
Company used the prospective method in determining the PNR in accordance with IC Circular
Letter 23-2012.

As of December 31, 2023 and 2022, the Company has used 5.75% as discount rate in valuing the
PNR for plans.

PNR for life plans was set up for the memorial services and cash benefits guaranteed and payable
by the pre-need company as defined in the life plan contracts. The Company is guided by
existing SEC and IC regulatory rules/circulars and generally accepted actuarial principles in the
calculation of the PNR. It uses assumptions based on Company experience. These actuarial
assumptions include interest rate, surrender and lapse rate, reinstatement rate, expected number of
deaths and other assumptions necessary to estimate the PNR. Estimates are made as to the
expected number of deaths for each of the years in which the Company is exposed to risk. These
estimates are based on claims data based on Company experience.

As of December 31, 2023 and 2022, the carrying value of PNR for education, pension and life
plan contracts amounted to £3,133,253,862, £6,013,089,081 and £3,558,644,148 and 2
3,791,971,059, £6,646,203,081 and £3,292,160,474, respectively (see Note 16).

2023

e Education Plans

PNR using Attainable
Interest Rate
Type of Pre-Need Product Rate (%) Amount
Education plan (Repriced Gold) 5.75% £1,457,280,353
Education plan (Summa) 5.75% 644,053,638
Education plan (Prodigy) 5.75% 363,686,746
Education plan (Premiere & Pangako) 5.75% 355,354,362
Education plan (New Gold) 5.75% 238,564,455
Education plan (Gold) 5.75% 46,075,664
Education plan (STI) 5.75% 20,061,247
Education plan (Magna) 5.75% 8,177,396

P£3,133,253,862
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e Pension Plans

PNR using Attainable
Interest Rate

Type of Pre-Need Product Rate (%) Amount
Pension plan (Nova Products) 5.75% $2,455,862,598
Pension plan (Future Fund Variants) 5.75% 593,128,485

Pension plan (Repriced Future Fund
Variants) 5.75% 583,074,664
Pension plan (Participating Plans) 5.75% 528,062,909
Pension plan (Kaban Products) 5.75% 565,342,210
Pension plan (Builder Products) 5.75% 316,490,585
Pension plan (Mega Products) 5.75% 303,493,057
Pension plan (Futura) 5.75% 217,468,014
Pension plan (Comprehensive-EPP) 5.75% 119,027,077
Pension plan (Comprehensive) 5.75% 47,886,189
Pension plan (Alkansya Products) 5.75% 98,533,382
Pension plan (Pitaka Products) 5.75% 85,506,056
Pension plan (Pangarap/Plus) 5.75% 73,966,742
Pension plan (Booster Products) 5.75% 9,468,338
Pension plan (I/Plan Products) 5.75% 11,894,804
Pension plan (Surehealth Products) 5.75% 1,529,593
Pension plan (Standard-EPP) 5.75% 1,372,051
Pension plan (Standard) 5.75% 982,327
£6,013,089,081

e Life Plan
PNR using Attainable
Interest Rate

Type of Pre-Need Product Rate (%) Amount
Life plan (Ultima) 5.75% £1,288,291,635
Life plan (Classic Memorial) 5.75% 981,616,275
Life plan (Payapa) 5.75% 288,874,721
Life plan (Virtue) 5.75% 207,068,064
Life plan (Heritage) 5.75% 249,819,476
Life plan (Panatag) 5.75% 131,537,013
Life plan (Interment) 5.75% 149,966,986
Life plan (Pamana) 5.75% 92,802,277
Life plan (Serenity) 5.75% 32,723,754
Life plan (Inheritage (50/100) 5.75% 29,252,865
Life plan (Dignity) 5.75% 24,861,276
Life plan (MAP) 5.75% 29,396,076
Life plan (Nacional) 5.75% 19,708,879
Life plan (Parangal) 5.75% 2,577,949
Life Plan (Heritage Memorial) 4.50% 30,012,768
Life Plan (Nacional Memorial) 4.50% 134,134

P3,558,644,148
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2022

e Education Plans

PNR using Attainable
Interest Rate
Type of Pre-Need Product Rate (%) Amount
Education plan (Repriced Gold) 5.75% $2,045,783,124
Education plan (Summa) 5.75% 635,329,680
Education plan (Prodigy) 5.75% 394,435,871
Education plan (Premiere & Pangako) 5.75% 336,683,406
Education plan (Gold) 5.75% 236,743,967
Education plan (New Gold) 5.75% 112,149,210
Education plan (STI) 5.75% 19,302,711
Education plan (Magna) 5.75% 11,543,090

P3,791,971,059

e Pension Plans

PNR using Attainable
Interest Rate
Type of Pre-Need Product Rate (%) Amount
Pension plan (Nova Products) 5.75% $2,415,224,096
Pension plan (Future Fund Variants) 5.75% 1,125,442,267
Pension plan (Repriced Future Fund Variants) 5.75% 589,514,265
Pension plan (Builder Products) 5.75% 444,283,287
Pension plan (Participating Plans) 5.75% 555,642,068
Pension plan (Comprehensive) 5.75% 104,883,126
Pension plan (Kaban Products) 5.75% 476,979,170
Pension plan (Mega Products) 5.75% 312,159,585
Pension plan (Comprehensive-EPP) 5.75% 128,364,974
Pension plan (Futura) 5.75% 163,545,592
Pension plan (Pitaka Products) 5.75% 98,178,114
Pension plan (Alkansya Products) 5.75% 101,169,253
Pension plan (Pangarap/Plus) 5.75% 71,212,054
Pension plan (Booster Products) 5.75% 26,413,582
Pension plan (I/Plan Products) 5.75% 16,893,523
Pension plan (Standard) 5.75% 3,882,870
Pension plan (Surehealth Products) 5.75% 7,321,464
Pension plan (Standard-EPP) 5.75% 5,093,791

P6,646,203,081
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e Life Plan
PNR using Attainable
Interest Rate
Type of Pre-Need Product Rate (%) Amount
Life plan (Ultima) 5.75% $£1,228,133,592
Life plan (Classic Memorial) 5.75% 962,743,618
Life plan (Payapa) 5.75% 242,491,045
Life plan (Virtue) 5.75% 211,417,624
Life plan (Panatag) 5.75% 126,736,444
Life plan (Heritage) 5.75% 183,125,012
Life plan (Pamana) 5.75% 87,170,290
Life plan (Interment) 5.75% 120,263,263
Life plan (Inheritage (50/100) 5.75% 27,804,652
Life plan (Serenity) 5.75% 31,652,438
Life plan (Dignity) 5.75% 25,422,543
Life plan (MAP) 5.75% 25,270,708
Life plan (Nacional) 5.75% 17,494,080
Life plan (Parangal) 5.75% 2,435,165

P£3,292,160,474

e Lapse and Surrender Rates
The lapse rate assumptions are based on the Company’s monitoring of withdrawals over 2011
to 2020 and are predicated on management’s assessment on the effect of the COVID-19
pandemic. For surrender rates during paying period, the actively paying population is mostly
comprised of products with QPU features, hence 100% surrender assumption on those who
lapse was used. The surrender rate assumptions after paying period are based on the
Company’s updated experience study which used data from 2018 to 2020 and are predicated
on the success of their Liability Management Program (LMP). Although there was an
increase in the recent period of the study, the Company used 6% for Education and Pension
and 5% for Life/Memorial, as the period 2020 — 2021 is regarded as a short term-
phenomenon arising from the effects of the pandemic.

The reinstatement rate assumptions are based on the Company’s experience validated through
periodic studies from 2004 to 2007. Lapse and surrender rates vary by product, depending on
product design and features such as premium-payment period and pre-termination benefits.

In general, lapse rates are highest during the first year and decrease as the plans become paid-
up. Where the probability of pre-termination of fully-paid plans was below 5.00%, no
pre-termination rate was considered in determining the PNR. The derecognition of liability
shall be recorded at pre-termination date.
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The lapse, surrender and reinstatement rates used by the Company in 2023 and 2022 are
shown below:

a. Lapse rates

Life, Pension and Education

2023
Non - Quick Paid-Up (QPU) and QPU Products
Year 1 Year 2 Years 3 Years 5 Years 7 Years 10 Years
1 0.00% 0.60% 0.60% 10.00% 5.38% 8.76%
2 - 0.60% 0.60% 6.20% 4.52% 7.82%
3 - - 0.60% 3.85% 3.80% 6.97%
4 - - - 2.38% 3.20% 6.19%
5 - - - 1.48% 2.69% 5.50%
6 - - - - 2.26% 4.88%
7 - - - - 1.90% 4.34%
8 - - - - - 3.89%
9 - - - - - 3.51%
10 - - - - - 3.22%
2022
Non - Quick Paid-Up (QPU) and QPU Products
Year 1 Year 2 Years 3 Years 5 Years 7 Years 10 Years
1 0.00% 0.60% 0.60% 10.00% 5.38% 8.76%
2 - 0.60% 0.60% 6.20% 4.52% 7.82%
3 - - 0.60% 3.85% 3.80% 6.97%
4 - - - 2.38% 3.20% 6.19%
5 - - - 1.48% 2.69% 5.50%
6 - - - - 2.26% 4.88%
7 - - - - 1.90% 4.34%
8 - - - - - 3.89%
9 - - - - - 3.51%
10 - - - - - 3.22%

b. Surrender rates

Life, Pension and Education

2023
Non - Quick Paid-Up (QPU) and QPU Products
Year 1 Year 2 Years 3 Years 5 Years 7 Years 10 Years
1 100% 100% 100% 100% 100% 100%
2 100% 100% 100% 100% 100%
3 100% 100% 100% 100%
4 100% 100% 100%
5 100% 100% 100%
6 100% 100%
7 100% 100%
8 100%
9 100%
10 100%
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2022

Non - Quick Paid-Up (QPU) and QPU Products
Year 1 Year 2 Years 3 Years 5 Years 7 Years 10 Years

1 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
2 - 100.00% 100.00% 100.00% 100.00% 100.00%
3 - - 100.00% 100.00% 100.00% 100.00%
4 - - - 100.00% 100.00% 100.00%
5 - - - 100.00% 100.00% 100.00%
6 - - - - 100.00% 100.00%
7 - - - - 100.00% 100.00%
8 - - - - - 100.00%
9 - - - - - 100.00%
10 - - - - - 100.00%

c. Reinstatement rates
Life, Pension and Education:  10.00% for 2023 and 10% for 2022

(b) Sensitivity of PNR
The key assumptions, to which the estimation of PNR is compared, are shown below. Any
fluctuation on the assumption should be validated and observed before application in the
computation of PNR:

e Interest Rates
Estimates are made as to future investment income arising from the assets that back up
pre-need contracts. These estimates are based on current market returns, expectations about
future economic and financial developments, and the Company’s investment strategies.

2023
Change in Increase in Decrease in
Assumptions Liabilities Income Before Tax
Valuation interest rates 5.50% P143,570,143 (R143,570,143)
5.00% 449,735,368 (449,735,368)
4.00% 1,161,348,270 (1,161,348,270)
3.00% 2,011,508,923 (2,011,508,923)
2022
Change in Increase in Decrease in
Assumptions Liabilities  Income Before Tax
Valuation interest rates 5.50% P242,451,576 (P242,451,576)
5.00% 588,383,209 (588,383,209)
4.00% 1,328,195,463 (1,328,196,463)

3.00% 2,203,358,094 (2,203,358,094)
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Lapse and Surrender Rates

Lapses relate to the termination of policies due to nonpayment of premiums. Surrenders
relate to the voluntary termination of policies by planholders. Plan termination assumptions
are determined using statistical measures based on the Company’s experience and vary by
product type, policy duration and sales trends.

An increase in lapse rates early in the life of the policy would tend to reduce profits for
shareholders, but later increases are broadly neutral in effect.

2023
Increase Increase
Change in (Decrease) in (Decrease) in
Assumptions Liabilities Income Before Tax
Lapsation and +10% (P57,384,304) P57,384,304
surrender rates -10% 90,804,094 (90,804,094)
2022
Increase Increase
Change in (Decrease) in (Decrease)in
Assumptions Liabilities  Income Before Tax
Lapsation and +10% (P33,044,994) P£33,044,994
surrender rates -10% 33,245,695 (33,245,695)

(c) Insurance premium reserve
The Company purchases group insurance benefits from an insurance company. Since pre-need
plans are limited pay where insurance coverage may be provided even after the premium payment
period, insurance premiums are still paid to the insurance company for the cost of the insurance
coverage even after the instalment paying period. Thus, the Company sets aside IPR to pay for
insurance premiums due after the paying period. The IPR is the present value of all such
insurance premiums payable to the insurance company. The calculation uses the same actuarial
assumptions and considers the portion of future instalments allotted for insurance expenses.

IPR included in the ‘Other reserves’ account in the statement of financial position amounted to
183,299,552 and 203,152,528 as of December 31, 2023 and 2022, respectively (see Note 17).

(d) Fair value of service assets - memorial lots
The service assets - memorial lots are valued at fair value through profit or loss at the end of the
applicable financial reporting period. The fair market value of the unsold memorial lots is
determined by an independent licensed appraiser accredited by the SEC and valued using market
data approach.
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With this approach, the value of the service assets - memorial lots is based on sales and listings of
comparable memorial lots registered in the vicinity. The technique of this approach requires the
establishment of comparable memorial lots by reducing reasonable comparative sales and listings
to a common denominator and adjustment of the differences between the subject memorial lots
and those actual sales and listings regarded as comparable. The comparison was premised on the
factors of location, characteristics of the lot, time element, quality and prospective use. It is
possible that future results of operations could be affected by changes in these estimates brought
about by the changes in the factors mentioned.

As of December 31, 2023 and 2022, the fair market value of service assets - memorial lots
follows:

2023 2022
Service assets - memorial lots
Held in trust funds (Notes 10 and 26) P4,334,063,483 £4,690,142,656
Not held in trust funds
Corporate (Notes 13 and 26) 4,497,650,718 4,663,747,394
Insurance premium fund (Notes 11 and 26) 44,114,312 -

Fair values of investment properties

The Company carries its investment properties at fair value, with changes in fair value being
recognized in the Company’s statement of income. The Company engaged independent
appraisers accredited by the SEC to determine fair value using income and market data approach.

With income approach, an indication of value is derived for income producing property by
converting anticipated future benefits into current property value. With market data approach, the
value of investment properties consider the sales of similar or substitute properties and related
market data and establishes a value estimate by processes involving comparison.

As of December 31, 2023 and 2022, the fair market values of investment properties follow:

2023 2022

Investment properties
Held in trust funds (Note 10) £1,329,216,000 £1,025,529,000
Held under insurance premium fund (Note 11) 46,677,000 41,851,000

Fair values of financial assets

The Company carries certain financial assets at fair value, which requires extensive use of
accounting estimates and judgments. Fair value determinations for financial assets and liabilities
are based generally on listed or quoted market prices. If prices are not readily determinable or if
liquidating the positions is reasonably expected to affect market prices, fair value is based on
either internal valuation models or management’s estimate of amounts that could be realized
under current market conditions, assuming an orderly liquidation over a reasonable period of
time.

While significant components of fair value measurement were determined using verifiable
objective evidence (i.e., foreign exchange rates, interest rates, volatility rates), the amount of
changes in fair value of these financial assets and liabilities would affect profit and loss and other
comprehensive income.
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As of December 31, 2023 and 2022, the carrying amounts of financial assets measured at fair
value follows:

2023 2022

Financial assets
Held in trust funds (Note 10) P11,527,157,455 £10,944,164,870
Held under insurance premium fund (Note 11) 43,407,874 44,715,055
Not held in trust funds (Note 8) 130,391,482 106,667,032

(g) Expected credit losses on financial assets
The Company reviews its financial assets and commitments at each reporting date to determine
the amount of expected credit losses to be recognized in the statement of financial position and
any changes thereto in the statement of income.

In particular, judgments and estimates by management are required in determining the following:

e whether a financial asset has had a significant increase in credit risk since initial recognition;

e whether default has taken place and what comprises a default;

e macro-economic factors that are relevant in measuring a financial asset’s probability of
default as well as the Company’s forecast of these macro-economic factors;

e probability weights applied over a range of possible outcomes;

e sufficiency and appropriateness of data used and relationships assumed in building the
components of the Company’s expected credit loss models

The carrying values of allowance for expected credit losses on accounts not held in trust funds
relating to cash and cash equivalents (excluding cash on hand), investments, investment securities
at amortized cost under insurance premium fund and loans and receivables of the Company as of
December 31, 2023 and 2022 are shown below:

2023 2022

Cash and cash equivalents (Notes 7 and 33) £523,685 P421,464
Loans and receivable (Notes 8 and 33) 18,678,238 4,396,286
Insurance Premium Fund (Notes 11 and 33) 34,959 84,045
£19,236,882 P4,901,795

Provision for (recovery of) credit losses on financial assets (Note 23) are as follows:

2023 2022
Cash and cash equivalents £102,221 P51,414
Loans and receivable 14,281,952 (64,116)
Insurance Premium Fund (49,086) (23,806)

P£14,335,087 (P36,508)
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(h) Recognition of deferred tax assets

(®)
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Deferred tax assets are established for tax benefits related to deductible temporary differences,
carry forward of unused tax losses and/or tax credits. These assets are periodically reviewed for
realization. Periodic reviews cover the nature and amount of deferred income and expense items,
expected timing when assets will be used or liabilities will be required to be reported, reliability
of historical profitability of businesses expected to provide future earnings and tax planning
strategies which can be utilized to increase the likelihood that tax assets will be realized.

The details of the temporary differences with unrecognized deferred tax assets and recognized
deferred tax assets and liabilities are disclosed in Note 25.

Pension and other employee benefits

The cost of defined benefit pension plans and the present value of the pension obligation are
determined using actuarial valuations. The actuarial valuation involves making various
assumptions. These include the determination of the discount rates, future salary increases,
mortality rates and future pension increases. Due to the complexity of the valuation, the
underlying assumptions and its long-term nature, defined benefit obligations are highly sensitive
to changes in these assumptions. All assumptions are reviewed at each reporting date.

In determining the appropriate discount rate, management considers the interest rates of
government bonds that are den